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INTRODUCTION 


The two parts of the present Economic Survey 
ffer in character, but they complement each 
her in presenting an up-to-date view of the 
lient features and trends of Latin American 
velopment. 


Part One comprises a kind of balance-sheet 
F some of the main aspects of the Latin 
merican economy at the end of this decade, 
ymparing the present magnitudes with the 
ends they have followed in recent years. Now is 
ie right moment to present such a balance, 
hen there is an evident desire for a critical 
‘amination of the guide lines and objectives of 
velopment policy, not only for the sake of a 
eper interpretation and understanding of the 
roblems of under-development, but also to 
courage the efforts now being made to 
unch the second Development Decade. 


Part Two is essentially a review of develop- 
ents in 1968 in the region as a whole and in 
ich individual country. As in previous Surveys, 
; purpose is to present a systematic compilation 
’ data and information on the ~short-term 
anges and, in general, the main character- 
‘ics of recent economic development. 


Although the two parts have different aims, a 
study of both provides a basis for evaluating 
recent events in the light of longer-term prospects 
and, at the same time, for observing how some 
structural factors are becoming more important 
while others are changing in their effect on the 
course of economic development. In more 
direct terms, the 1968 results were in general 
most favourable, but, for the appraisal to be 
accurate, the fact that some of the determining 
factors were entirely fortuitous must not be 
overlooked. For example it is necessary to bear 
in mind that this is not the first time that some 
areas of the economy have expanded or been 
relatively prosperous. The last few decades 
have witnessed other situations of the same 
kind, but they seldom marked the beginning of 
a lasting trend. Moreover, data covering a short 
span should be evaluated within a broader 
perspective which would reveal the outstanding 
structural features of the period and, therefore, 
of the kind of situation that is characterizing, 
or taking shape at, the end of the decade. 
Naturally, the elements of flexibility that seem 
to emerge from recent experience must not be 
under-estimated in this appraisal either. 
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NOTES AND EXPLANATION OF SYMBOLS 
The following symbols have been used throughout this Survey: 
Three dots (...) in the tables indicate that data are not available or are not separately reported. 
A dash (—) indicates that the amount is nil or negligible. 
Aspace(_ ) ina table indicates that the article is not applicable. 
A full stop (.) is used to indicate decimals. 
A slash (/) indicates a crop year or fiscal year, e.g., 1966/67. 
Use of a hyphen (-) between dates representing years, e.g., 1960-65, normally signifies an annual 
average for the calendar years involved, including the beginning and the end years; growth rates 


refer to the cumulative annual rates for the whole period, including the beginning and end years. 


Reference to “‘tons” indicates metric tons, and to “dollars” United States dollars, unless otherwise 
stated. 


Figures and percentages in tables do not necessarily add up to the totals, because of rounding. 


In order to keep the English text in line with the original Spanish, countries are given in the Spanish 
alphabetical order throughout the text. 


The initials “ECLA” refer to the Economic Commission for Latin America. 
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Part One 


SOME ASPECTS OF THE LATIN AMERICAN 
ECONOMY TOWARDS THE END OF THE 
NINETEEN-SIXTIES 


ye a 
| HEY Saath Rene! doe 
j ‘ ape 
5 sien) BRN I at, HOSEA ES. 
ie ‘OPES HY FO ATOR ee 
\ 5 . 1 ; 


his? y ‘ f ny Tae } 
THE OO) AG SET ROUT Se ee 
BATA MaNT SV ee 


Chapter I 


POPULATION, INCOME AND EMPLOYMENT 


1. POPULATION 
(a) Population size and growth 


3y 1970 the population of Latin America will 
nearly 280 million, and its share of the world 
pulation will be close to 8 per cent. 


As the population of the region was less than 
million in 1920, this means that it has more 
in trebled in the last fifty years, whereas the 
rid population has not even doubled in the 
ne lapse of time (see table 1). Latin America 
thus the region where the most rapid demo- 
iphic growth has taken place, and the rate still 
ntinues to outstrip that of any other part of the 
rid. 


To make a more accurate diagnosis, a closer 
dy is required of over-all population trends in 
sh of the last few decades, and of trends in the 
lividual countries, since the changing angle of 
servation reveals highly significant differences. 


The growth rate of the population of the 
ion as a whole was particularly rapid during 
> nineteen-forties and fifties, and soared so 
th that it has risen relatively little during the 
ssent decade. Between 1920 and 1930 the over- 
increment was 20.9 per cent. This proportion 
opped slightly during the thirties to 20.7 per 
at, but expanded in the forties to 26 per cent 


and increased equally quickly during the fifties, 
when it was 31.2 percent. In the sixties the 
increase will have been about 32.5 per cent (see 
figure I). 

This recent deceleration has taken place at very 
high levels of natural growth, but even so it is 
significant in itself and in relation to the world 
total. During the twenties and thirties, the rate 
of population growth in Latin America was al- 
most twice as high as the world rate, and more 
than two and a half times as high as in the 
forties. In the last twenty years, however, it has 
only been about 60 per cent higher. These changes 
in the ratio of the growth rates have been partly 
due to the acceleration of population growth in 
other under-developed regions, which, with a 
time-lag of one or two decades, are repeating the 
process that began in Latin America thirty years 
ago.? 


1Jn Africa and Asia the sharp acceleration took 
place mainly in the fifties. A comparison of the periods 
1940-50 and 1950-60 shows that the ten-year rate of 
population growth rose from 7.9 to 16 per cent in East 
Asia, from 14.2 to 24.2 per cent in South Asia and from 
15.7 to 23.2 per cent in Africa. The acceleration was 
shorter-lived than in Latin America, since the ten-year 
rate of increase has dropped to 14.7 per cent in East Asia 
during the sixties, and has risen more slowly in South 
Asia and Africa (to 27.9 and 26.8 per cent respectively). 


Table 1. Estimates of world population by major regions, 1920-70 
(Thousands of persons) 


Region 1920 1930 1940 1950 1960 1970 

st Asia 553,345 591,244 634,420 684,353 794,144 910,524 
uth Asia 469,770 528,964 609,993 696,722 865,247 1,106,905 
rope . A 324,800 353,947 378,920 391,717 424,657 453,918 
viet Union . 155,300 179,000 195,000 180,000 214,400 245,700 
rica . 4 142,921 163,846 191,458 221,538 272,924 345,949 
orth America 115,661 134,166 144,342 166,073 198,664 226,803 
tin America* 88,854 107,408 129,589 163,338 214,321 283,975 
eania. : ; 8,521 10,044 11,060 12,677 15,713 18,711 

TOTAL 1,859,172 2,068,619 2,294,782 2,516,418 3,000,070 3,592,485 


Sources: Latin America: Latin American Demographic 
mtre (CELADE), Boletin Demogrdfico, Year 2, vol. II 
antiago, Chile, January 1969). Other regions: World 
pulation prospects assessed in 1963 (United Nations pub- 
ations, Sales No.: 66.XIII.2), tables 3.1 and 3.2. 

"Including, in addition to the twenty countries which 
ditionally make up Latin America, the following countries 
d territories: Netherlands Antilles, Bahamas, Barbados, 


Guadaloupe, French Guiana, Guyana, British Honduras 
(Belize), Cayman Islands, Leeward Islands (Antigua, 
Montserrat, St. Kitts-Nevis-Anguilla and the British Virgin 
Islands), the Falkland Islands, the Turks and Caicos Islands, 
the United States Virgin Islands, the Windward Islands 
(Dominica, Grenada, St. Lucia and St. Vincent), Jamaica, 
Martinique, Puerto Rico, Surinam, Trinidad and Tobago, 
and the Panama Canal Zone. 


Figure I. Latin America: changes in the population 
growth rate 
(Ten-year percentages) 
Natural Scale 
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Within Latin America, population growth has 
varied widely from one country to another. The 
populations of Venezuela and Costa Rica in 1970 
will be nearly four and one third times as large 
as in 1920, while that of Uruguay will have 
barely doubled. Apart from these extreme cases, 
there are only two countries—the Dominican 
Republic and Guatemala—in which the popula- 
tion will have increased more than three and a 
half times in relation to its 1920 level, and in two 
others—Haiti and Bolivia—it will have in- 
creased less than two and a half times. In 
thirteen countries? which, by 1970, will have 
nearly 85 per cent of the total regional popula- 
tion, the number of inhabitants will be two and a 
half to three and a half times as great as in 1920 
(see table 2). 


Despite these wide differences in growth, some 
of the long-term trends are remarkably similar. 
In most countries, the rate of growth of popula- 
tion has been steadily gathering speed since 
1920, but in at least eight, relative stagnation or a 
decline has set in at different points in the post- 
war period (see table 3). 

With the exception of Argentina, Brazil, Chile, 
Cuba, Uruguay and Venezuela, where inter- 
national migration has been an important factor 
in population growth during certain periods at 


2 Argentina, Brazil, Chile, Colombia, Cuba, Ecuador, 
El Salvador, Honduras, Mexico, Nicaragua, Panama, 
Paraguay and Peru. 


least—the trends in other Latin American 
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countries? since the beginning of the century have 
been largely the.product of the drop in the death 
rate and the maintenance of a high level of 
fertility. The information available indicates 
that the crude birth rate in such countries has 
remained more or less constant at 40 to 50 per 
1,000 and the pattern of fertility seems to have 
changed very little. The small variations detect- 
able in the over-all trend are unlikely to reflect 
real changes in fertility, and the slight rise in the 
rates in certain countries, especially after 1950, 
may be due to one or more of the following 
factors: better record-keeping, better health con- 
ditions, an increasingly small proportion of 
widows of child-bearing age, more stable 
marriages and changes in nuptiality. The slight 
downward trend in some countries’ rates at cer- 
tain times may be attributable to changes in the 
age structure of the population as a result of the 
drop in mortality. 


The crude mortality rates at the beginning of 
the century probably ranged from 30 to 35 per 
1,000. Since then, they have been dropping 
steadily at varying speeds depending on the 
country and period concerned, and are now at a 
much lower level in most countries. In Colombia, 
the Dominican Republic, Ecuador, El Salvador, 
Honduras, Nicaragua, Paraguay and Peru, the 
rates in 1960-65 (12 to 17 per 1,000) were pro- 
bably less than half the rates around the turn of 
the century. The reduction in mortality was no 
doubt a good deal less in several countries; in 
1960-65 the ratesin Guatemala (18-20 per 1,000), 
Bolivia (20-22 per 1,000) and Haiti (20-24 per 
1,000) were still very high. In a third group of 
countries there was a much greater drop; in 
Chile, Costa Rica, Mexico and Panama, the 
death rates fell to levels of 8 to 12 per 1,000 in 
1960-65, that is, to about a third of their 
magnitude in 1900. 


There are signs that the decrease in mortality 
was not evenly spread over the period under con- 
sideration. In general, it was slow and steady up 
to. about 1930, but then picked up speed slightly 
to the end of the Second World War and has 
since been much faster. 


In Chile, the acceleration of population 
growth as a result of the falling death rate was 
slowed down by a marked drop in fertility, 
which had its own special characteristics. At 
the beginning of the century, the birth rate was 
probably more than 45 per 1,000. From then 


3Bolivia, Colombia, Costa Rica, the Dominican 
Republic, Ecuador, El Salvador, Guatemala, Haiti, 
Honduras, Mexico, Nicaragua, Panama, Paraguay and 
Peru. 


Table 2. Latin America: total population by countries, 1920-70 
(Thousands of persons) 


Country 1920 1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 
rgentina . 8,861 10,358 11,896 13,044 14,169 15,390 17,085 18,908 20,850 22,545 24,352 
livia . oO 2.022). 92.153 2,314 2,508 2,740 3,013 3,322 3,696 4,136 4,658 
avi. . 27,404 30,332 33,568 37,150 41,233 46,126 52,326 60,586 70,327 80,953 93,244 
tile ‘ . 3,783 4,084 4,424 4,778 5,147 5,556 6,058 6,823 7,683 8,708 9,780 
slombia . 6,057 6,669 7,350 8,147 9,077 10,202 11,629 13,516 15,877 18,692 22,160 
vuador . eeS98 2,009" (2160 9 2:352) 2586. 2;868, » 3,207". 3,709; » 34,323 5,098 6,028 
raguay ? 699 785 880. 988 1,111 1,213 1,337 1,526 1,740 2,041 2,419 
ru ; . 4,862 5,229 5,651 6,134 6,681 7,285 7,969 8,790 10,024 11,649 13,586 
ruguay . . 1,391 1,538 1,704 1,836 1947 2.060 © 2,198" 2366 ** 2,542’ 7 2.718 , 2.889 
snezuela . 2,408 2,650 2,950 3,300 3,710 4,335 5,330 6,405 7,740 9,113 10,755 

SUB-TOTAL 59,281 65,678 72,736 80,043 88,169 97,775 110,152 125,951 144,802 165,653 189,871 
Osta Rica. 421 456 499 551 619 717 849 1,020 1,233 1,490 1,798 
|Salvador . 1,168 1,301 1,443 1,531 1,633 1,753 EPI ep PEI) os VPA 7) WPA if ae) 1 i | 
uatemala . 1,450 1e5S2, inal 1,996 2,201 2,594 2,907 3,336: 3,868 ~*~ 4,497 ~— 5,179 
onduras ‘ 783 862 948 1,027 1,119 1,236 1,389 1,581 1,849 2,182 2,583 
icaragua ; 639 687 742 809 893 999 1,133 15292 1,501 1,745 2,021 

Sus-TOTAL 4,461 4,838 5,403 5,914 6,465 7,299 8,200 9,439 10,963 12,831 15,022 
ubas. Bee 0 3,564 32837 4227 4-566, 43932" 5,520 * 6;133 6,819 7,553 8,341 
ominican 
Republic . 1,140 1,258 1,400 1,567 1,759 2,002 2,303 2,673 3,129 3,671 4,348 
iti ; eae e260) 12,4222 92.610 2,825 3,085 3,380 3,727 4,138 4,633 §,229 
lexico . . 14,500 15,204 16,589 18,089 19;815 22,841 26,640 30,798 36,046 42,696 50,718 
anama . . 429 464 $02 524 595 675 765 882 1,021 1,197 1,406 


SuB-TOTAL 21,143 22,550 24,750 27,011 29,560 33,535 38,608 44,213 51,153 59,750 70,042 
SUB-TOTAL 
20 countries 84,885 93,066 102,889 112,968 124,194 138,609 156,960 179,603 206,918 238,234 274,935 
ther countries 
and terri- 
tories* . . 1,694 1,770 1,882. 2,052 2,245 2,447 2,684 2,948 3,240 3,598 3,996 
TOTAL 86,579 94,836 104,771 115,020 126,439 141,056 159,644 182,551 210,158 241,832 278,931 


Source: Latin American Demographic Centre (CELADE), 1969), table 1. 
oletin Demogrdfico, Year 2, vol. III (Santiago, Chile, January * Barbados, Guyana, Jamaica and Trinidad and Tobago. 


Table 3. Latin America: average annual growth rate of population by five-year periods, 1920-70 


Country 1920-25 1925-30 1930-35 1935-40 1940-45 1945-50 1950-55 1955-60 1960-65 1965-70 1967-68 
rgentina . ; : 3.17 2.81 TES Opa IEGT ae OTe Dol iret 2:05" 1597 eSB 55.9 ASS 
olivia . ; : ; PO Geel e206 UA cdl Oo ener Oe ed ODM AMC OT eh 1GIS =D Dine, Dial sie 2S2 
razil . ; : ; OSes OS a eZ OS ell oe 2.20 2.055 OT ee sOS ean 2 s85u 2:87 286 
hile . 8 : : 1.54 1.61 P55, 50-— S44), M4ese24l 2) 22:40 6.254) .5,2.35- 2:34 
olombia  . A : OA IO 2.O8ee 2.18. 62:30 nn 2,05. 3:00e— 312)e 3.32 9 3:46-) 3.46, 
cuador 5 ; : see MEAG el 6392" 2109) 2.26-- - 2.95> 23.112 33:35: 3:41 3.39 
araguay : : . es ue Slee Sete 3 ET 97” 72-680. 2,00: a 3:24) 3146. 3.48 
Srurh 3 ; F EAT iome te OOm eos mAaek 72. 1.75. 11.8) OS tee. 2:00 ure OS ees e le ae Sel. 
Truguay ; : eee Ose 2.07 5005118 ~ 113 131 VASE 14S MISS Seal 23s +122 
enezuela : : COSTE 2.2) tte) wea G) 422). 3 77474> 3:86. 96:3:32) 337i 336 
osta Rica. : : 1.61 182 2,00 2.35 465 344 3.74 3.87 3.86 3.83 3.80 
1 Salvador . : : Dal Smee 2.09 teen LOR REIS O SS 1435 1-86) 2:83 ° 5 2.59'~ - 3104" 993.36) 3:37 
fuatemala : ? AED eee Oo Armee 2.4 meen 7 oe 3334-3 2, 305) = 2.79)! 3.002 3:06 = 2.86 47 2:84 
londuras.) : ; 12946 41-92 e161 1573 5eet2. Ole 22:36" 922762-). 6318 -.3,37 — 9,343, 4103.43 
ficaragua : 3 TAG ih Se wel iAen 2-00) i227 282155. ©2566.) 93.046" (3,065 12:98 7.2.97 
uba : : : 200d 0 mel Ose Se lSde 2.20 2.13) 2,14 2:07 2:00 92:00 
dominican Republic ‘ Teoma aLOmeea-come 92.34% 2-62 02.64 3.02, * 3,20" 325° "= 3,449" 3,44 
laiti : : 2 P25 139 151 160 1.78 1.84 1.97 211 229 245 2.41 
fexico . 3 : : OOS Ome olf S 1.84 ee 288i est 2h 22,949 9:3:2095" 3.44 9) 3.5025 3.50 
anama. ; ; SESGuee lc) ae, SO 25) wile 2 Doren 2 Same lo aie. 97) 3.2305 3.27 0% 3.21 


Source: Latin American Demographic Centre (CELADE), Boletin Demogrdfico, Year 2, vol. III (Santiago, Chile, 
anuary 1969), table 1. 


onwards it gradually declined, and by 1935-39 
drew virtually to a standstill at 37 to 38 per 
1,000. It is only very recently that the downward 
trend of fertility has shown signs of resuming. 


In Argentina and Uruguay, population growth 
has been conditioned by similar factors since 
the beginning of thecentury. In both, international 
migration has played an important part during 
certain periods, and the trends of their birth and 
death rates have also been very much alike. 

In Argentina, the birth rate, which is thought 
to have begun to drop before the end of the 
nineteenth century, continued to fall slowly 
until the middle of the decade 1910-20, when it 
was less than 40 per 1,000. Thereafter it declined 
much more quickly and by the second half of 
the thirties stood at 25 per 1,000. It oscillated 
around this figure until 1958, when it took a 
further downward turn, and is estimated to 
have reached 22 or 23 per 1,000 in 1960-65. 
Mortality also began to decline before 1900, and 
by then was already probably less than 25 per 
1,000. The rate has since dropped slowly but 
surely, and by the end of the twenties it was less 
than 13 per 1,000. The decline was fairly slow 
after that because of the low level already reached 
and the aging of the population. The crude 
death rate in 1960-65 is estimated to have been 
7 to 8 per 1,000. In Uruguay the birth and death 
rates have followed the same trends as in Argen- 
tina, but at lower levels. 


Population trends in Cuba since the beginning 
of the century have been similar to those of 
Argentina and Uruguay in various aspects. 
International migration has played a major 
part in population growth. It is the third Latin 
American country after Argentina and Uruguay 
to have a birth rate of less than 30 per 1,000, 
and during the period under study the death 
rate dropped to under 10 per 1,000. 


International migration has recently become 
an important factor in Venezuela as well. 
Before the Second World War, it contributed 
little to the growth of the population, but 
between 1945 and 1950 as many as 400,000 
immigrants entered the country. This influx, 
combined with domestic factors, led to a con- 
tinued increase in the average annual growth 
rate of the population which rose to nearly 4 
per cent in 1950-55 and 1955-60. Except in this 
respect, population growth trends were similar to 
those of most Latin American countries. The 
birth rate has remained at a very high level close 
to that of natural fertility since the beginning 
of the century. Consequently, the dynamic factor 
responsible for the increasingly rapid growth of 
the population has been mortality. The decline 
in the death rate was very gradual up to about 


1920, it quickened between 1920 and 1935 and 
slackened off again up to 1945. From then on, it 
dropped rapidly until it was less than 10 per 
1,000 after 1960..As a result of these birth and 
death trends, the rate of natural population 
growth rose gradually from under 1.5 per cent 
at the start of the century to more than 2 per 
cent in 1925-30 and over 3 per cent in 1945—S0, 
and has now exceeded 3.5 per cent. 


After 1900, population growth in Brazil was 
almost entirely natural. At the beginning of the 
century, the rate was less than 19 per 1,000, and 
then increased very slowly, being still under 2 
per cent in 1930-35 and in later years as well. 
It rose a little more rapidly afterwards, but was 
still less than 2.4 per cent in 1945. It subsequently 
gathered more speed, but now seems to have 
become static at a maximum of about 3 per cent 
annually. This trend was the outcome of the 
changes in the birth and death rates, which had 
contradictory effects. The birth rate declined 
slowly from about 45 per 1,000 in 1900-20 to 
roughly 40 per 1,000 in 1960, but the reduction 
in natural growth as a result of the decline 
counted for little against the effect produced by 
much sharper declines in the death rate after 1930 
and, more particularly, 1945. Migration played 
only a minor role in the growth of the popula- 
tion. From 1850 to 1950 about 4.8 million 
persons emigrated to Brazil. About three 
quarters of them made their home there and, with 
their descendants, added approximately 6.8 
million to the population, that is, about 15 pez 
cent of the population increase during that 
period. The flow of immigrants increased 
gradually until it reached its height in 1890 to 
1900, when it accounted for 25 per cent of the 
total population increment. From 1900 on- 
wards, the slackening of the influx of immigrants 
and the ever-increasing size of the population 
reduced the relative contribution of the former. 
In 1900-40, they represented less than 10 per cent 
of the over-all population increment.’ Immi- 
gration dwindled to a trickle in 1930-40 and was 
negligible during the forties. After 1950 it in- 
creased again and between 1950 and 196( 
nearly 600,000 immigrants are estimated to have 
entered the country. Although, in absolute 
terms, this figure is comparable to or ever 
greater than earlier influxes, it represented les: 
than 4 per cent of the over-all increase in the 
population in 1950-60. 


*G. Mortara, “The development and structure ot 
Brazil’s population’”’, Population Studies, vol. VIII, No. 2 
(London, November 1954). 

‘Ministry of Planning and Economic Co-ordination 
Plano decenal de desenvolvimento econdémico e social 
Demografia, Diagndéstico preliminar (August 1966) 
table 3, p. 39. 


To sum up, the data available indicate that 
> role played by the factors that quicken the 
npo of population growth varies widely in the 
ferent countries. In some—Argentina and 
uguay, and Cuba to a lesser extent—the birth 
e has been dropping steadily for some time; 
others, notably Brazil and Chile, the decline 
s been slower and the present rates are still 
ite high. Many countries show no clear-cut 
nds and rates have fluctuated at fairly high 
els. Death rate trends have been somewhat 
ular; in some countries they fell most sharply 
eral decades ago and subsequently dropped 
tly slowly, while in several, the greatest 
luction took place in the forties and fifties, and 

others again, among which Colombia, 
uador, Honduras, Nicaragua, Paraguay and 
ru must be counted, there have been sub- 
ntial decreases during the sixties. 


When the data are grouped by five-year 
‘iods, it is exceptional to find an increase in the 
th rate, and the prevailing trend seems to be 
wnward. Death rates are becoming in- 
asingly uniform throughout the region, and 
- already low enough for subsequent de- 
ases to be necessarily much smaller. The net 
ult is that the rising tempo of demographic 
wth has slowed down in the sixties. 


Composition and distribution of the population 


t is useful to supplement this general picture 
population growth by brief references to two 
er aspects which are typical of the demo- 
phic situation in Latin America: the age 
icture of the population and its distribution in 
yan and rural areas. 


[he main reason for the young age structure of 

Latin American population, that is, the 
xe proportion of persons under 15 years old, 
been the maintenance of high birth rates. The 
id drop in the death rate has also helped to 
ke the age structure slightly more youthful 
se the beginning of the century. 


ome projections for 1970 indicate that about 
per cent of the whole population of Latin 
erica will be under fifteen years of age, while 
people (65 years and over) will represent 4 
cent; therefore the proportion of economically 
ive population will be close to 54 per cent (see 
le 4). Of course, these general proportions 
er appreciably from country to country. The 
ler-fifteen age group is smallest in countries 
ich have the lowest birth rates (28.2 per cent in 
iguay, 29.3 per cent in Argentina, and less 
n 40 per cent in Chile and Cuba) and larger 
n average in countries which continue to 
ord higher birth rates (about 47 per cent in 


Colombia, Costa Rica, the Dominican Re- 
public, Ecuador, El Salvador and Nicaragua). 
The opposite is true of the proportion of old 
people. Compared with the low regional average 
(3.8 per cent), it is 4.6 per cent in Chile, 7.3 per 
cent in Argentina and 8.6 per cent in Uruguay, 
the country. with the lowest birth rate in the 
region. Thus, the lower proportion of children 
in these countries is in some degree offset by the 
larger number of old people. 


Table 4. Latin America: projected structure of the 
population in twenty countries by age groups, 1970 


Number of persons Structure 


(thousands) (percentage) 
Total population 214,935 100.0 
Up to 14 years 116,631 42.4 
15 to 64 years 147,997 53.8 
65 years and over . 10,307 3.8 


Source: CELADE. 


In brief, outstanding differences may be noted 
between Latin America and other regions as 
regards the “‘dependency rates” involved in this 
age structure. A more accurate interpretation 
of the significance of these rates requires, how- 
ever, that other important factors be considered. 
For example, in developing countries with a high 
fertility rate, the inhabitants usually start work at 
an early age and seldom retire before they are 
quite old. In Latin America itself, not with- 
standing the serious unemployment and under- 
employment problems, it is estimated that more 
than three quarters of the 15 to 19 age group and 
about 70 per cent of those aged 65 years and over 
are economically active. Factors such as these, 
which are linked to the relatively low index of 
years of schooling and the inadequacy or in- 
efficiency of the social security systems, partly 
mitigate the effects of the relatively small pro- 
portion of the population that is of working age, 
from the standpoint of the significance attached 
to the concept of the dependency rate. 


The distribution of the population in Latin 
America is the most important demographic 
variable within the characteristics of development 
peculiar to the region. The intensive scale of 
rural-urban migration, combined with the type 
of income distribution and the general con- 
ditions of social organization and structure, has 
been the main cause of problems such as margin- 
ality and under-employment. 


As this topic is examined more thoroughly in 
chapter II, it will be enough to give some of the 
main conclusions here. The first fact to emerge is 
that towards the end of the present decade the 
Latin American population will be mainly urban: 
some 55 per cent will be living in centres of more 


than 2,000 inhabitants. Secondly, this is not only 
a general process of urbanization; there is also a 
definite trend towards an increasing and dis- 
proportionate concentration in specific metro- 
politan areas, while the smaller urban centres are 
growing much more slowly. If these trends con- 
tinue up to 1980, at least half the population of 
nearly all the Latin American countries would be 
concentrated in cities of over 20,000 inhabitants, 
and, of that number, more than half would live 
in urban centres of over half a million in- 
habitants. 


These changes in the distribution of the 
population also have an important impact on the 
age structure of the population when urban 
and rural areas are considered separately, since 
it is mostly the young adult population which 
migrates. The information available on annual 
rates of migration by age and sex in a number of 
countries shows that in both the male and the 
female population the highest migration rates 
apply to groups ranging from 10 to 35 years 
of age, while the rates for old people are much 
lower and in some cases negligible.® 


(c) Effect of economic and social factors on 
demographic parameters 


The demographic situation described above is 
closely bound up with other basic structural 
factors and economic and social changes in the 
region. Thusin many cases the population indexes 
themselves, as defined for the population as a 
whole, are not sufficiently representative, and 
some significant distinctions must therefore be 
made. 


This is true, for example, of the mortality 
rates, whose reduction does not affect all sectors 
of the population with the same intensity. When 
the improvement of the rate depends on the ex- 
tension of fairly low-cost public health services 
and methods of disease control, as a result of 
technological advances in this field, the effects are 
felt by the whole or at least the majority of the 
population. This does not happen, however, 
when the causes of death lie in the living levels of 
specific population groups, particularly nutri- 
tion levels and conditions of environmental 
hygiene. In these circumstances, high rates of 
infant morbidity and mortality are found among 
a large proportion of both the rural and the 
urban population. Moreover, once the critical 
stage for infants is past, these sectors are less able 
to adapt themselves biologically, physically and 


®Among other studies, see Juan C. Elizaga, ‘Internal 
migration in Latin America”, Milbank Memorial Fund 
Quarterly, Components of population change in Latin 
America, vol. XLIII, No. 4 (October 1965), part 2, 
pp. 145-165. 


intellectually, for reasons which are beyond the 
sphere of action of the public health services. 


The same applies to the fertility rates. Gen-/ | 
erally speaking, the birth rate of urban families is 
much lower than that of rural families. There are 
marked differences in the birth rates according — 
to employment, and there is a clear relationship | 
between the birth rate and specific socio- | 
economic categories or sectors of the population | 
classified by income levels, of which the middle- — 
income groups tend to have the lowest birth | 
rates. : " 


2. LEVEL, COMPOSITION AND DISTRIBUTION 
OF THE PRODUCT AND INCOME 


(a) The product and its growth 


Towards the end of the nineteen-sixties the 
over-all regional product will amount to some ~ 
130,000 million dollars, which, in per capita — 
terms, will be an average of 510 dollars.” | 

In absolute figures, this is a considerable im- 
provement on the situation immediately after 
the Second World War and in the early nineteen- 
sixties. In 1950, the total product was 53,700 
million dollars (excluding Cuba, Barbados, 
Guyana, Jamaica and Trinidad and Tobago) 
while, by 1960, it had climbed to 88,000 million — 
dollars, representing average per capita figures of 
355 and 433 dollars respectively. However, this 
substantial improvement hides very modest 
annual rates of growth, and has not been enough ~ 
to maintain Latin America’s former position in — 
the world economy. 2 


Some world figures for 1960 and 1967 (ex- 4 
cluding the centrally planned economies) indicate — 
that the average per capita increase in the pro- — 
duct was 2.8 per cent annually during that period. ~ 
It was divided into an average rate of 3.7 per cent — 


; 


7These are dollars at 1960 prices and estimates based 
on different factors from those used in former Economic 
Surveys to convert Latin American currencies into 
dollars. In the appendix to this chapter, the reasons for 
the change have been set forth and an account given of — 
the information and methods used for calculating the 
new ratios. Mention has also been made of the statistical 
and conceptual reservations that must be made if the — 
figures are to be properly interpreted. The purchasing — 
power equivalents of Latin American currencies in terms 
of dolJars at 1960 values are as follows (in monetary 
units per dollar): Argentina, 56.03 Argentine pesos; 
Bolivia, 7.80 Bolivian pesos; Brazil, 105.50 cruzeiros; 
Chile, 0.985 escudos; Colombia, 5.08 Colombian pesos; 
Costa Rica, 5.01 Costa Rican colones; Dominican 
Republic, 0.98 Dominican pesos; Ecuador, 11.39 sucres; 
El Salvador, 2.04 Salvadorian colones; Guatemala, 
0.91 quetzales; Haiti, 3.77 gourdes; Honduras, 1.90 
lempiras; Mexico, 8.23 Mexican pesos; Nicaragua, 
6.48 cérdobas; Panama, 0.87 balboas; Paraguay, 78.32 
guaranies; Peru, 16.83 soles; Uruguay, 7.10 Uruguayan 
pesos; Venezuela, 4.60 bolivares. 


for the developed regions and of only 2.5 per cent 
for the under-developed nations as a whole, to 
which Latin America’s contribution was as little 
as 1.7 per cent (see table 5). Allowing for the dif- 
ference in levels, these estimates suggest that in 
1960 the per capita product of the developed 


duras, Dominican Republic, Bolivia and Haiti 
(see table 6). 


Table 6. Latin America: estimates of the total and per 
capita product towards the end of the nineteen-sixties 


(Dollars at 1960 prices) 


areas was just under ten times as much as for the Total produce!) Parcapila 
under-developed regions, and had increased to Country isthe product 
F ¥ 3 4 S) (dollars) 
10.7 times as much by 1967, while, in relation to yee sae 70.529 950 
Latin America, it rose from 3.7 to 4.2 times as ae ee ao a 
h in the same lapse of time S hiaen 
Eve Ane ; Bolivia . se 923 203 
Although Latin America’s relative loss of Brazil . : ; é 34,398 379 
ground is partly attributable to the rising rate of Chile . 6,411 671 
population growth, it has in any case been large Colombia 7,860 367 
enough to reduce the region’s share of the over- Costa Rica q 990 570 
Th. : : : : Ecuador. : 1,901 323 
e Latin American countries themselves dif- 
f Picky tii) the absolute fevels of thei El Salvador 1,161 349 
er widely, both in the absolute levels of their Gyatemala 1/842 359 
per capita product and in recent trends. Guyana . 235 320 
Forecasts for the end of the sixties show wide Haiti 436 85 
oscillations around an average annual figure of Honduras 621 247 
512 dollars for the per capita product, from the Jamaica. . . . 1,015 559 
lowest extreme of 85 dollars in Haiti to the Mexico. . . . 33,108 677 
maximum of 950 dollars in Argentina. Nine ee ; et a 
countries would be above the average. In des- eee Ge oe 
cending order, they are Argentina, Venezuela, 
4 2 Bibs Peru ats Ti : 5,929 450 
Panama, Uruguay, Mexico, Chile, Trinidad and Tyinidad and Tobago 710 648 
Tobago, Costa Rica and Jamaica. Fourteen Uruguay 2,025 710 
would be below the average, namely, Peru, Brazil Venezuela : 8,809 878 
Barbados, Colombia, Guatemala, El Salvador, TOTAL 134,286 512 
Nicaragua, Ecuador, Guyana, Paraguay, Hon- Source: ECLA estimates. 
Table 5. Trends of the per capita product by economic regions,” 1960 and 1967 
(Dollars at 1960 prices and thousands of persons) 
1960 1967 
; Annual 
nor Pees Per peice Per srowth 
country roduet Population capita product Population capita per 
¢nillions) product (millions) product papa 
product 
Developed 
Western Europe. 304,102 259,560 RIP? 405,246 277,302 1,461 3.2 
Australia . 16,357 10,275 1,592 22,935 11,751 1,952 3.0 
New Zealand 3,727 2,372 1,571 5,067 2,726 1,859 2.4 
United States 509,000 180,684 2,817 703,947 199,118 3,535 3.3 
Canada 36,981 17,909 2,065 $2,857 20,441 2,536 3:3 
Japan 42,769 93,210 459 85,239 99,920 853 9.3 
South Africa : 7,430 15,925 467 11,360 18,733 606 3.8 
SUB-TOTAL. . 920,366 579,935 1,587 1,286,651 629,991 2,042 3.7 
Under-developed 
Africa fi 27,241 4 247,655 110 34,330 291,184 118 1.0 
Latin America® . 87,981 203,339 433 120,651 248,105 486 17, 
Asia. 5 7 81,716 863,617 95 113,422 1,027,820 110 2.1 
Southern Europe 29,015 94,539 307 49,210 104,125 473 6.4 
SUB-TOTAL . 225,953 1,409,150 160 317,613 1,671,234 190 ZS 
TOTAL . 1,146,319 1,989,085 576 1,604,264 2,301,225 697 2.8 


Sources: Developed countries: United Nations, Yearbook 
of National Accounts Statistics—1966 and Monthly Bulletin of 
Statistics, various issues; International Monetary Fund, 
International Financial Statistics, various issues. Under- 
leveloped countries: Except for Latin America, Organisation 
or Economic Co-operation and Development—Develop- 
nent Centre, National Accounts of Less Developed Countries 


1950-66 (July 1968). For Latin America, ECLA (for the 
product) and Latin American Demographic Centre 
(CELADEB), Boletin Demogrdfico, Year 2, vol. III (Santiago, 
Chile, January 1969). 

* Excluding centrally planned economies. 

> Excluding Cuba but including Barbados, Guyana, 
Jamaica and Trinidad and Tobago. 


This reordering represents a considerable 
change from the situation in 1950 and is due to 
wide disparities in the growth rates of the per 
capita product in the individual countries (see 
table 7). In Latin America as a whole, the rate 
has been relatively low; it was about 2 per cent 
annually during the fifties and during the sixties 
has been even less. The country figures show 
fairly wide differences ranging from stagnation 
to relatively rapid and sustained growth at 
annual rates of nearly 3 per cent for the per 
capita product. Within this diversity, no uniform 
trends can be detected for the countries in the up- 
per and lower income categories. They changed 
positions in terms of the absolute per capita 
product within one group or the other, but there 
was no modification in their ranking as regards 
average income. This is clear from the fact that 
the nine countries which are now above the 
average income level for Latin Ameirca were also 
above it in 1950. 

Since 1950 the country with the largest per 
capita product has been Argentina. But as its 
growth rate has been fairly slow, in fact well 
below the regional average, other countries have 
been creeping up and are now approaching the 
same level. This is particularly true of Venezuela 
and Panama, whose high growth rates have 
enabled them to improve their relative positions. 
Uruguay has lost some ground owing to the stag- 


Table 7. Latin America: rate of growth of the 
per capita product 
(Average annual rates) 


Country 1950-67 1950-60 1960-67 
Argentina . 1.1 12, 1.1 
Barbados . Den QT 1.6 
Bolivia 0.1 —1.6 2.9 
Brazil 2.1 2.6 1.3 
Chile 1.6 1.2 2.4 
Colombia . 1.4 1.6 1.1 
Costa Rica : ; 3.0 3.2 2.6 
Dominican Republic . 1.2 2.4 0.6 
Ecuador : 1.9 2.3 1.0 
El Salvador 21 1.5 2.9 
Guatemala. 1.8 0.9 3.0 
Guyana 1.4 17 0.9 
Haiti. -—1.3 —0.2 —1.7 
Honduras . All 0.6 1.8 
Jamaica F F 3.5 4.0 2.9 
Mexico ‘i : PEGE 28, 2.8 
Nicaragua . i , 2.4 pro) 4.1 
Panama . i 4 3.2 1.9 Dee 
Paraguay . ‘ ‘ 0.4 0.1 1.0 
Peru . 2.9 2.7 3.0 
Trinidad and Tobago . 1.5 2.3 0.4 
Uruguay . ‘ 5 —0.2 0.6 -1.1 
Venezuela . j ; 2.9 3.6 17 
TOTAL . 19 2.0 7. 


Source: ECLA, on the basis of official statistics. 
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!) 
) 
second to fourth place since 1950. Although 
Mexico has maintained its relative position, its | 
high and steadily.rising growth rate has brought iq 
the per-capita product up to that of Chile in | 
absolute terms, although they were far apart in | 
1950. Compared with those of Mexico and | 
Panama, Chile’s position has contracted, while | 
Costa Rica is in the same situation as in 1950. \ 
Of the group where the per capita product is | 
lower than the Latin American average, Ecua- | 
dor’s relative position has remained unchanged, | 
as has that of three countries with a lower | 
absolute level, i.e., the Dominican Republic, } 
Bolivia and Haiti. Peru, Brazil, El Slavador and { 
Nicaragua have improved their positions, the | 
first two mainly because of the progress made in | 
the fifties, whereas those of Colombia, Guate- | 
mala, Paraguay and Honduras have worsened. ; 


These figures should be viewed with caution, | 
as regards both their absolute levels and changes 
over time. Apart from the fact that conversion. 
to a common monetary unit, as discussed in the 
appendix to this chapter, will arouse legitimate 
doubts, the official figures used as a basis are 
often revised, and substantial changes commonly 
have to be made as a result. 


nation in its per capita product, dropping from | 


(b) Income distribution 


The average per capita product of each of the — 
countries referred to above reflects national 
conditions which are of somewhat limited signi- 
ficance unless they are supplemented by infor- 
mation on the way in which income is distributed | 
among the various sectors or strata of the | 
population. 


In this connexion, some recent research work ~ 
provides new data that make it easier to assess 
some features of income distribution in Latin © 
America, to compare it with income distribution 
patterns in other regions, and to understand some 
of the significant differences between the Latin 
American countries themselves. *® 


4 
4 
4 


®The ECLA secretariat is proceeding with a research 
programme on income distribution in co-operation with | 
a number of national bodies. Two provisional notes, 
entitled Estudios sobre la distribucién del ingreso en 
América Latina (documents E/CN.12/770 and Add.1) — 
were submitted to the Commission at its twelfth session. 
Subsequently, the first volume of a series on income 
distribution, discussing the specific case of Argentina 
based on a wide range of research work undertaken in — 
conjunction with the National Development Council 
of Argentina, was published (United Nations publication, 
Sales No.: E 68.11.G.6). A second volume, containing a 
general review of the topic, is shortly to be published. The 
data and conclusions given here are derived from these 
documents and are based on the data available for a 
number of countries comprising some 75 per cent of the 
population of Latin America and very fragmentary data 
for the remainder. 


Figure II shows the results of a comparison 


between the estimated income distribution pat- 
terns of Latin America as a whole and of the 
United States. The comparison clearly shows the 
relatively greater inequities in Latin American 


income distribution and some of its basic 


features. 


The most striking feature is the small share of 


total income received by the poorer half of the 
-population—barely 14 per cent of the total (see 


table 8). Also noteworthy is the considerable 


difference between the 30 per cent of the popula- 
_tion above the median, which receives 25 per cent 


of total income, and the 15 per cent in the seg- 
ment above—half as many people—which re- 


_ceives 29 per cent. Moreover, the high concen- 


tration of income at the top level, comprising 
only 5 per cent of the population which receives 
more than 31 per cent of total income, shows 


that the pattern of distribution is extremely 


regressive. 


It must be noted that the imbalances shown 
by this pattern of income distribution for the 
region as a whole tend to be greater than those 
existing in any single country, since, in the table, 
the effects of the differences in average income 


_ between countries are added to the disparities 


within each one. Even with this reservation, 
however, there is no doubt that these features 
make for an extremely high level of income con- 
centration in the region. 


Some measurements that show the level of 
concentration of income distribution as a whole 
illustrate the above. The relevant coefficient for 


Latin America is 0.56, which compares very 


unfavourably with the coefficient of 0.40 for the 
United States.® 


Other important features are clearly evident 
from a more careful examination of the situa- 
tion of the various income groups shown in 
table 8. For example, in the 50 per cent of the 
population at the lower end of the scale—which 
as a whole receives only 14 per cent of total in- 
come—the differences in per capita income levels 
are considerable, since the levels rise by roughly 


®These coefficients were calculated on the basis of the 
following formula, which measures the ratio of the 
area between the Lorenz curve and the line of equal 
distribution to the area of the triangle in which it is 
situated: 
i=1 fi (gi—i+gi) 
10,000 


where m=total number of income groups 
i=ordinal number of each group 
f=percentage of total population in each income 
group 
g=cumulative percentage of income received 


w=1— 


Table 8. Latin America: income distribution by 
income groups 


A Veraee Average 
Income group oreo Gonnal AN bie ta 
total income avenge (dollars) 
The poorest 20 per cent 3.5 18.0 68.0 
The 30 per cent below 
the median 10.5 35.0 133.0 
The 30 per cent above 
the median 25.4 85.0 322.0 
The 15 per cent below 
the top 5 per cent 29.1 194.0 740.0 
The top 5 per cent 31.5 629.0 2,400.0 


Source: ECLA. : 
8 The figures, expressed in dollars at 1960 prices, are for 
5 


30 per cent from the bottom decile to the next. 
Moreover, the population in these groups re- 
ceives extremely low incomes in absolute terms. 
It is estimated that in 1965 the annual per capita 
personal income of the poorest 25 per cent or so 
of the population of Latin America, expressed in 
dollars at 1960 prices, was less than 100 dollars. 
At the highest level of the poorer half of the 
population in the region, it was approximately 
180 dollars. The income inequalities can be more 
clearly appreciated if it is borne in mind that the 
annual per capita personal income for the region 


Figure II. Income distribution, by income groups, 
in Latin America and the United States 


Natural Scale 


Percentages of 
total income 


pay Latin America 


United States 


V/ 
7 
: 


° 
Poorest 20% 30% below 30% above 15% below the Top 5% 


the median the median upper group 
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as a whole in 1965 was approximately 385 dol- 
lars.? 

In the two upper income groups, average in- 
come is relatively very high, which means that 
there is a heavy concentration of total personal 
income in them. Taken together, their average 
income is almost twelve times that of the poorer 
half of the population, a difference which is of 
great significance and has far-reaching effects. 
For this is not a comparison between two small 
groups, but between the fifth of the population at 
the top of the income scale and the poorer half of 
the population. If this situation is contrasted 
with that of an industrialized western area with a 
similar population density, it will be found that 
the average income of the richest fifth of the 
population of the United States is less than five 
times that of the poorer half of the population; 
in the socialist countries the proportion appears 
to be a little less than three times as much. 


Moreover, in the two upper income groups, 
income rises very rapidly and unevenly. At the 
lower limit of the 15 per cent of the population 
immediately below the top group, per capita 
income is under 500 dollars, while at the upper 
limit, it is almost three times that amount. The 
income of the top 5 per cent is, of course, much 
higher still, with a considerable concentration of 
income. 


As has already been pointed out, these features 
are not only the result of the pattern of income 
distribution within each country but also of the 
differences in average per capita incomes in ab- 
solute terms. A glance at the distribution by 
countries of the population comprising each of 
these income groups makes the importance of 
this latter factor quite clear (see table 9). 


Within each segment, the highest figures tend 
to be those for countries with the largest popula- 
tions in absolute terms, but even so there are 
some significant features. For example, the fact 
that income is relatively more evenly distributed 
in Argentina and Uruguay and that average in- 
come is higher in absolute terms explains why 
even the lowest income group in these countries 
receives more income than the poorest 20 per 
cent of the population of Latin America as a 
whole. On the other hand, virtually half of the 
poorest 20 per cent in the region is to be found in 
Brazil—whose population represents one third 
of the total population of Latin America— 


10The difference between these figures and those for 
the per capita product given earlier, besides being partly 
due to the difference in the periods of reference, is 
explained by the fact that such items as depreciation, 
external factor income and other items which distinguish 
the gross domestic product from domestic personal 
income have been excluded. 
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because of its relatively low level of average in- — 


come. Similarly, the position of the “other 


countries”—those of Central America and the 
and Bolivia, 
Ecuador and Paraguay—is even more striking: — 


Caribbean (excluding Cuba), 


although they account for only 14 per cent of the 
population of Latin America, they comprise 
more than a third of the poorest 20 per cent. 


In the higher group there is a much closer 


correlation between the proportion correspond- — 
ing to each country and its proportion of the — 
total population, particularly in Chile, Colombia, — 


Mexico and Peru. But even so, the share of the — 
countries with higher average incomes in ab- © 


solute terms (Argentina, Uruguay, Venezuela) is 


relatively larger, while the opposite is true for the — 


countries with low average incomes (Brazil and ~ 


others). The only segment in which the shares of 
both groups of countries bear a marked resem- 
blance to each other is that of the 30 per cent of 
the population immediately above the median. 


These observations merely confirm the fact — 


that a picture of income distribution for the 
region as a whole will show very considerable 


disparities, partly as a result of adding together — 


the national figures of countries with very dif- 
ferent average per capita incomes in absolute 
terms. 

In order to determine the extent to which the 


Ti of eeceli 


ae 


effects of these differences in average per capita — 


income may be accentuated by higher levels of 
income concentration in the lowest income 
countries it would be necessary to make a com- 
parative analysis of the distribution pattern in 
each country. The statistical value of the avail- 
able estimates given in table 9 varies con- 
siderably, but they are sufficient to support at 
least one or two general conclusions. 


The most striking fact that emerges from a 
comparison of the distribution patterns of a 


significant number of Latin American countries — 


is their relative uniformity, despite the differences — 


in these countries’ average per capita incomes 
and general level of development. On this basis, 
it is possible to pick out some general features of 
income distribution in Latin America which are 
markedly different from those in more developed 
economies. 

The estimates also reveal some significant 
differences between the Latin American coun- 
tries, although these are of much less importance 
than the features that differentiate the region as a 
whole from the industrialized countries. They are 
due to a number of factors, including those rela- 
ting to the level of concentration of property 
ownership, and other institutional factors. If it is 
wished to relate these differences to the develop- 
ment of each country, probably one of the most 
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fruitful approaches would be to look at the rela- 
tive size of the various strata of productivity 
which can be clearly discerned in the Latin 
American economies as a whole and at their 
effect on income distribution." 


In the initial stages of development, a very 
high proportion of the economically active 
population is engaged in activities which, in 
terms of their average productivity, forms of 
organization, production techniques, stock of 
capital per person, etc., can be defined as con- 
stituting a primitive sector of the economy; in 
contrast, a small fraction of the labour force is 
engaged in activities which, for similar reasons 
form a modern sector in which a high proportion 
of total production and income will probably 
tend to be concentrated.12 As the modern sector 
expands and the primitive sector shrinks, the 
additional income tends to go mainly to new 
members of the modern sector. The influence of 
the primitive sector, which keeps income levels 
down, tends to be felt only by a progressively 
smaller proportion of the population at the 
lower end of the income scale, while a progres- 
sively larger proportion of the population gains 
access to relatively high income levels. The 
global effect of all these factors on income dis- 
tribution is to give the groups close to the top of 
the income scale a larger share of total income, 
while the opposite is very probably the case 
with the groups at the very top and the very 
bottom of the scale. 


A comparison of the figures for several coun- 
tries will show how far these considerations really 


This question is discussed at greater length in the 
next section, where questions of employment and labour 
force productivity are discussed. 

2 As explained below, these references to ‘“‘primitive’’, 
“modern’’ and “intermediate” sectors do not necessarily 
coincide with the usual classifications into sectors of 
economic activity, but relate rather to the strata of 
productivity and degrees of assimilation of technology 
which can be distinguished within each sector of activity. 
For example, a primitive and a modern sector can be 
identified within the agricultural sector, and the same is 
true of manufacturing and services. 


mirror the situation in Latin America (see table — 


10). In countries such as El Salvador, where the 
primitive sector still predominates, the two 


median groups receive relatively small propor- — 


tions of total income, while there is heavy con- 
centration in the upper segment. In others, like 
Mexico and Venezuela, the modern sector has 
grown rapidly and has become fairly important, 
although a sizable proportion of the labour force 
is still in the primitive sector. Hence, the 30 per 
cent of the population that is above the median 
obtains a much larger share of total income, and 
the share of the next 15 per cent also increases to 


some extent but there is less concentration at the _ 
top."® On the other hand, the share of the poorer — ; 


half of the population fails to improve and the 


bottom 20 per cent even find that their relative _ 
position has worsened. This type of change can 
be seen from the figures for Mexico relating to 


different years in the post-war period. 


The data on Argentina illustrate other kinds of 


changes which may be characteristic of the next 
stage. The primitive sector is very small there. 
As a result, the poorer half of the population 
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receives a much larger proportion of the total © 


income than in countries such as Mexico or 


Venezuela, and the 30 per cent above the median © 
remains in a relatively favourable position. The _ 


high absolute level of average income is also 
partly due to the absence of a primitive sector, 


me 


and, as the poorer half of the population enjoysa — 


greater relative share of total income, it is in a 
much better position than in any other Latin 
American country. 

As these remarks are intended to give a general” 
picture of income distribution in Latin America, 


there is no need to dwell on aspects which will be — 


discussed at length in the studies mentioned. 
Particular reference has been made to the rela- 
tionship between the characteristics of distribu- 


13Tt is important to bear in mind, particularly in the 
case of Venezuela, that distribution relates to national 
and family income levels. Consequently, the profits of 
the big enterprises that are remitted abroad are not 
included in the figures. 


Table 10. Five Latin American countries: estimated participation of 
different population groups in total income 


The poorest The 15 per 

20 percent Cont below centabove Mt Delow The top 

population the median the median group Pp 
Argentina . Sy 15.3 25.4 22.9 312 
Costa Rica. Sho) 10.5 22.6 28.4 32.9 
El Salvador 5.5 12S 22.0 25.0 35.0 
Mexico 3.6 11.8 26.1 29.5 29.0 
Venezuela . 3.0 11.3 Zia S15 26.5 


Source: See table 9. 
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tion and the structure of the economy in terms of 
productivity strata in order to bring out a facet 
of the problem which has tended to be over- 
looked in the past, but with no intention what- 
soever of detracting from the importance of other 
basic factors that determine the pattern of in- 
come distribution. It need hardly be stressed that 
the differences that have been mentioned be- 
tween the Latin American countries themselves 
are relatively unimportant compared with the 
differences between each one of them and an 
economy such as that of the United States. This 
reservation even applies to Argentina, where 
there are a number of factors that are particularly 
conducive to a more equitable pattern of 
national income distribution. 


(c) The composition of the product 
by sectors of activity 


The composition of the product by sectors of 
activity is a guide to the structure of the Latin 
American economy towards the end of the 
sixties. Some of its typical features in this respect 
are described below. 


Table 11. Latin America: probable composition of the 
product towards the end of the nineteen-sixties 


(Percentages of the total) 


Sectors producing Ta SPIE 
Agriculture 20.4 
Mining . 4.6 
Manufacturing’. 24.1 
Construction 3.6 

Basic services 8.3 

Other services 39.0 
Commerce and finance 19.2 
Miscellaneous . 3 F 19.8 

TOTAL 100.0 


Source: ECLA estimates. 


First, in Latin America as a whole, a relatively 
small proportion of the total product is generated 
in the sectors producing goods. It amounts to a 


little under 53 per cent, compared with 8 per cent 
for basic services—which are mainly the electric 
power supply, transport and communications— 
and nearly 39 per cent for the activities grouped 
under the head of “other services”—commerce 
and finance, public administration, personal ser- 
vices, etc. (see table 11). Given this kind of 
economic structure and absolute level for the per 
capita product, the proportion of services seems 
top-heavy, since it invests the economy prema- 
turely with the structural characteristics of a 
more developed country. In the industrialized 
economies, the increase in the share of the pro- 
duct contributed by services is necessary for 
growth, but in Latin America it is more likely 
to indicate that the sectors producing goods are 
failing to respond with sufficient vigour to 
labour absorption requirements, which outstrip 
the job opportunities these sectors have to offer.1* 


Secondly, the economic structure of the region 
as a whole, taken at the same level of aggregation 
has changed very little since 1950 (see table 12). 
The figures for 1950, 1960 and 1967 show that the 
contribution of the sectors producing goods has 
remained between 52 and 53 per cent. The basic 
services have enlarged their share slightly, but a 
tiny reduction has taken place in the share of 
“other services”. 


Thirdly, there have been some significant 
changes in the internal composition of the 
major sectors, particularly those producing 


14For purposes of comparison, it should be remembered 
that the relative weight of services—excluding basic 
services—is more than 39 per cent of the total product 
in Latin America, while in the Federal Republic of 
Germany and France in 1965 it was less than 38 and as 
little as 32 per cent respectively. The proportion of the 
product that derives from the production of goods is 
very much smaller in Latin America, being 52.4 per cent 
as against more than 60 per cent in the Federal Republic 
of Germany, although the relative importance of their 
agricultural sectors differs considerably (over 20 and only 
5 per cent respectively). 


Table 12. Latin America: changes in the composition of the product by sectors of activity 


Cumulative annual 
growth rates 


Percentage composition in 
relation to the total 


1950 1960 1967 1950-60 1960-67 1950-67 

Sectors producing goods 524 924-1 52.3 4.9 4.6 4.8 
Agriculture . PIR G25 20.5 355 35 3.5 
Mining i 4.1 4.6 4.4 6.1 4.1 5.3 
Manufacturing LOG a22.3)- 24.1 6.2 5.8 6.0 
Construction 3.5 3.4 3.3 4.6 4.1 4.4 
Basic services . 7.2 Viele 8.3 Sy) De 5.6 
Other services . 40.4 39.9 394 4.8 4.4 4.6 
Commerce and finance . 18.0 18.4 18.8 aul! 4.9 5.0 
Miscellaneous . J 22: An a2) Dee 120.6 4.5 3.9 4.2 
TOTAL 100.0 100.0 100.0 4.9 4.6 4.8 


Source: ECLA estimates. 
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goods, and in the relative shares of agriculture 
and manufacturing above all. Towards the end 
of the nineteen-sixties, agriculture will be con- 
tributing about a fifth of the total product, 
whereas in 1950 it was providing just over a 
quarter and in 1960 about 22 per cent. The 
counterpart to these changes is supplied almost 
entirely by the growth in the importance of 
manufacturing, which increased its share of the 
total product from just under 20 per cent in 1950 
to 24.1 per cent in 1967.15 In mining and 
construction the situation has remained much 
the same, with the share of the former increasing 
slightly and that of the latter contracting equally 
slightly. This is the result of a growth rate for the 
whole goods-producing sector that has almost 
matched that of the total product (an annual 
average of 4.8 per cent from 1950 to 1967), due 
to a yearly increase of 6 per cent in manufacturing 
production, 5.3 per cent in mining, 4.4 per cent 
in construction and only 3.5 per cent in agricul- 
ture. 


As far as “other services” are concerned, 
commerce, finance, and miscellaneous services 
each represent about a fifth of the total product, 
and there have been no appreciable changes 
since 1950 in the contribution of the whole group 
or of its individual parts. 


These general features are superimposed on 
widely different situations in the individual coun- 
tries of the region, both in the past and in the 
present. 


1Tf a relative price structure similar to that of the 
United States is taken as a basis, as it is for investment 
later in this document, the sectoral structure of the 
product would be quite different in some of the Latin 
American countries, particularly as regards the relative 
shares of agriculture and manufacturing. 


‘In one group, consisting of Argentina, Brazil 
and Mexico, the distinguishing feature is the 
relative weight-of the sectors producing goods, - 
which is-slightly greater than in the region as a 
whole, and of the “other services” sectors, which — 
is a little less (see table 13). However, the most — 
striking differences are in some of the com- 
ponents of these major sectors. For instance, the — 
relative importance of manufacturing industry is 
more than 27 per cent of the product in this — 
group of countries, while in the other four groups — 
it is less than 20 per cent, and in three of them it 
oscillates round 15 per cent. Argentina is largely — 
responsible for the high figure of manufacturing — 
in the group, since it contributes more than a 
third of its total product, while in Mexico the © 
sector’s relative importance is similar to the” 
group average, and in Brazil it is almost 22 per 
cent (see table 14). 


A second group, composed of Chile, Colom- 
bia, Peru, Uruguay and Venezuela, is charac- 
terized by a slightly smaller share for the goods- 
producing sectors than in the former group, and 
the structure of these sectors in particular differs 
considerably. Although their general level of 
development is lower, the relative share of agri- 
culture is smaller; however, this is offset by the © 
much greater importance of mining and the 
extractive industry in general (see table 13). The — 
share of manufacturing is a good deal smaller. 
There are also some differences between the 
members of the group, particularly as regards 
agriculture in Colombia, where the relative share © 
of the agricultural sector is well above the group — 
average. 

The economic structure of the third group, 
which comprises the five Central American 
countries, and of the fourth group, made up of 
Bolivia, Ecuador and Paraguay, has fairly similar 


Table 13. Latin America: probable composition of the product towards the end of the 
nineteen-sixties, by groups of countries? 
(Percentages of the total) 


Group A Group B GroupC Group D GroupE 


Sectors producing goods 
Agriculture 
Mining . : 
Manufacturing 
Construction . 
Basic services 
Other services ; 
Commerce and finance 
Miscellaneous . 5 . 
TOTAL 


53.7 50.5 48.9 56.5 49.8 
20.7 16.8 30.7 30.5 20.2 
2.7 10.2 0.5 5.4 8.8 
Dial 19.2 15.0 15.5 14.6 
32 4.3 ZU, 5.1 6.2 
8.3 8.7 6.9 6.4 9.1 
38.0 40.8 44.2 aU) 41.1 
20.1 17.3 22.3 13.9 16.0 
17.9 23.5 21.9 PBN 2 7a! 
100.0 100.00 100.0 100.0 4100.0 


Source: ECLA estimates. 


*The groups comprise the following countries: Group A: Argentina, Brazil and Mexico; 
Group B: Chile, Colombia, Peru, Uruguay and Venezuela; Group C: Costa Rica, El Salvador, 


Guatemala, Honduras and Nicaragua; Group 


D: Bolivia, Ecuador and Paraguay; Group E: 


Barbados, Dominican Republic, Haiti, Guyana, Jamaica, Panama and Trinidad and Tobago. 


Table 14. Latin America: probable composition of the product towards the end of the 


nineteen-sixties, by countries 
(Percentages of the total) 


1. Group A 
Total Argentina Brazil Mexico 
Sectors producing goods . 53.7 by As} 54,1 51.0 
Agriculture 20.7 17.0 30.1 14.6 
Mining . Deli 1.8 0.6 Se 
Manufacturing 2a 34.6 AN Iss) Zia 
Construction 312 3.9 5 4.2 
Basic services. 8.3 9.7 9.9 5.8 
Other services c 38.0 33.0 36.0 43.2 
Commerce and finance 20.1 18.3 15.4 25.5 
Miscellaneous 3 17.9 14.7 20.6 UTE 
TOTAL 100.0 100.0 100.0 100.0 
2. Group B 
Total Chile Colombia Peru Uruguay Venezuela 
Sectors producing goods . 50.5 222 56.0 48.2 44.5 47.4 
Agriculture 16.8 10.5 30.7 17.6 19.2 7.6 
Mining . 10.2 10.5 3.1 5.3 — 22'2 
Manufacturing 19,2 26.6 18.4 19.9 21.4 13.8 
Construction 4.3 4.6 3.8 5.4 3.9 3.8 
Basic services. 8.7 Ww 2ST: 7.7 8.2 9.3 6.9 
Other services 3 40.8 spl 36.3 43.6 46.2 45,7 
Commerce and finance 17.3 18.3 16.3 21.9 22a 32D 
Miscellaneous d PPS) 16.8 20.0 21.7 24.1 32:5 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 
3. Group C 
Total Costa Rica El Salvador Guatemala Honduras Nicaragua 
Sectors producing goods . 48.9 46.5 SIGZ. 45.0 62,7 46.0 
Agriculture 30.7 29.4 28.8 29.6 40.8 29.5 
Mining. 0.5 — 0.1 0.1 2.0 1.8 
Manufacturing 15.0 14.7 18.4 13.6 16.0 12.9 
Construction Dal, 2.4 4.4 1h 3.9 1.8 
Basic services. 6.9 Veli 6.2 6.4 7.0 8.3 
Other services : 44.2 45.8 42.1 48.6 30.3 45.7 
Commerce and finance 22.3 12.5 21.8 30.1 iloy 22.8 
Miscellaneous : 21.9 33.3 20.3 18.5 15.1 22.9 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 
4. Group D 
Total Bolivia Ecuador Paraguay 
Sector producing goods 56.5 54.8 57.0 S753: 
Agriculture 30.5 DAT 33.1 35.5 
Mining : 5.4 15.8 1.9 0.4 
Manufacturing . 15.5 10.8 17.0 17.8 
Construction 5:1 6.5 5.0 3.6 
Basic services. 6.4 10.2 yy | 4.6 
Other services 4 S7 ah 35.0 37.9 38] 
Commerce and finance 13.9 10.3 13.7 19.6 
Miscellaneous A 23.2 24.7 24.2 18.5 
TOTAL 100.0 100.0 100.0 100.0 


SourRcE: ECLA estimates. 
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general characteristics. The agricultural sector 
generates more than 30 per cent of the total pro- 
duct, while manufacturing industry has a relative 
importance of only about 15 per cent. Together 
with the members of the last group, which are 
too heterogeneous for averages to have any 
meaning, they form what has been termed the 
“economically relatively less developed coun- 
tries’’ in the region. 


This grouping is very much the same as that 
which would be obtained by taking the absolute 
size of the national markets as the yardstick. 
Argentina, Brazil and Mexico have 62.2 per cent 
of the regional population and contribute 67 per 
cent of the product. These proportions are 21.7 
and 23.2 per cent for the five countries in the 
second group, while they are only 16.1 per cent 
and 9.8 per cent for the other countries as a 
whole. 


There has been no significant change in these 
structural differences for quite a long time. For 
example, if the last group is excluded because of 
its heterogeneity, the average growth rate of the 
agricultural sector was 3 to 3.7 per cent between 
1950 and 1967 in all the others. There is an even 
closer resemblance between the growth rates of 
manufacturing production: the annual average 
was 6.1 for the first group, 6.2 per cent for the 
second and 6.8 per cent for the third, while in- 
dustrial development fell even further behind in 
Ecuador and, above all, in Bolivia and Para- 
guay. 

The internal composition of some of the sec- 
tors of economic activity has also changed 
appreciably in several cases. For instance, it is 
highly probable that agricultural production for 
export has been assuming greater relative im- 
portance than production for the home market. 
In 1960-66, at least; the over-all agricultural 
product of the region increased at an average 
rate of 3.4 per cent annually, while the average 
rate for agricultural exports was 4.4. per cent. 


Manufacturing industry has no doubt under- 
gone pronounced changes in internal composi- 
tion, but it is difficult to judge their extent be- 
cause of the lack of basic statistics. Some data 
available for 1950-63 suggest that there have 
been appreciable modifications in the relative 
importance of the industries described as tra- 
ditional (food, beverages, tobacco, textiles, foot- 
wear and clothing, wood, furniture, printing and 
publishing, leather and leather products, etc.), 
the intermediate industries (paper and paper 
products, rubber and rubber products, chemical 
products, petroleum products, non-metallic 
minerals and basic metals), and the metal- 
transforming industries (metal products, con- 
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struction of machinery, electrical equipment and 
transport equipment).?°® 


The first group expanded at a fairly slow pace } 
(averaging 3.8 per cent annually), largely because } 
of the very sluggish tempo of growth in Argen- } 
tina. Production of intermediate goods, however, | 
achieved a rate of over 8 per cent and metal- | 
transforming of 10.6 per cent. As a result of these | 
trends, the share of the traditional industries in } 
the total gross value of industrial output in the | 
region as a whole shrank from 69 to 55 percent, | 
while that of the intermediate group rose from 23 | 
to 30 per cent and of the metal-transforming | 
industries in particular from 8 to 15 per cent. | 
The trend of these changes has undoubtedly been } 
emphasized in later years as a result, among other } 
things, of the notable progress made by the |} 
motor-vehicle industry. 


These broad trends cover basic differences in } 
the industrial development of the various coun- | 
tries. For instance, in many of them, and parti- | 
cularly those at a relatively less advanced stage of | 
industrialization, the bulk of the growth took | 
place in the traditional industries. This explains 
why Argentina, Brazil and Mexico’s joint share | 
of the regional total has dropped from 67 to 58 | 
per cent in the case of these industries, while 
remaining constant or increasing in relative’ 
terms in the case of the intermediate branches 
(close to 70 per cent) and metal-transforming 
activities (about 85 per cent). 


(d) Trends and composition of 
total supply and demand 


Towards the end of the nineteen-sixties, total — 
supply and demand will probably amount to | 
about 145,000 million dollars (in terms of 1960 
purchasing power). The main features of their 
composition will be the relatively small share of 
external transactions, with imports of goods and 
services accounting for a little more than 9 per 
cent of total supply and exports for a similar 
proportion of total demand, and a structure of 
demand in which less than 16 per cent would 
correspond to gross fixed investment and nearly 
three-quarters to consumption, divided, in its 
turn, into less than 8 per cent for public con- ~ 
sumption and almost 67 per cent for private 
consumption (see table 15). 


16This grouping is not entirely satisfactory. One reason 
is that it does not make for a more accurate division 
between the industries producing consumer goods and 
those producing capital goods, since it is dependent on _ 
the availability of the basic statistics and the way they 
are presented. 
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Table 15. Latin America :* probable trend and composition of total supply and demand 


at the end of the nineteen-sixties 
(Millions of dollars at 1960 prices, market prices and percentages) 


Value 


(millions of | Percentage 


llars at 


Growth rates 
composition 


1960 prices) 1950-60 1960-67 1950-67 

Total supply : : 145,400 100.0 48 4.5 4.7 
Gross domestic product . 132,000 90.7 4.9 4.6 4.8 
Imports of goods and services . 13,400 9.3 Si) 3.4 3.6 
Total demand : } ; 145,400 100.0 48 4.5 4.7 
Exports of goods and services . 14,100 9.7 3.8 4.4 4.1 
Gross fixed investment? . 22,800 155i 52) 3.9 4.7 
Total consumption. 108,500 74.6 4.8 4.6 4.7 
Government consumption 11,300 7.8 6.0 2a, 4.6 
Private consumption” . 97,200 66.8 4.7 4.9 4.8 


Source: ECLA, on the basis of official statistics. 
* Excluding Barbados, Cuba, Guyana, Jamaica and Trinidad and Tobago. 
> Changes in stocks are included in private consumption. 


This over-all structure is the outcome of 
‘trends whose main components sometimes 
diverge sharply. 


In Latin America as a whole, the most dyna- 
mic factor of supply has been the trend of the 
domestic product, despite its relatively slow rate 
of growth, which has been discussed in earlier 
sections. In other words, the relative importance 


of imports has declined, and the import coeffi- 
cient has therefore dropped?’ steadily from just 


_ over 12 per cent in 1950 to under 11 per cent in 
_ 1960 and less than 10 per cent in 1967. 


However, these general regional trends do not 


tally with the individual trends in most of the 
countries. In fact, the averages quoted are 


strongly influenced by Argentina and Brazil, 
which carry special weight in the Latin American 
totals, and where import coefficients are at their 
lowest and an appreciable reduction really took 
place in foreign purchases. Other countries 
where the same trend has cropped up, but at dif- 
ferent levels, are Colombia, Haiti, Uruguay and 
Venezuela; in some the reason has been the 
relatively unfavourable trend of the external 
sector, and in Venezuela, the high growth rate of 
the domestic product (see table 16). In others, 
such as Guatemala and Panama, there were no 
significant changes, and the same is true of 
Mexico, where the sharp rise in exports coincided 
with highly dynamic growth on the part of the 
domestic product. In at least eleven of the Latin 
American countries, import coefficients are 
higher in 1967 than in 1950, at times by a con- 
siderable margin. 


17The imports are measured at constant prices, that is 


_ without allowing for the effect of price increases. For a 


more extensive analysis of external sector trends, see 
Part One, chapter ITI. 
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The extent of the differences between the 
countries in this respect is illustrated by the fact 
that, in 1967, five recorded import coefficients of 
under 10 per cent, six of 10 to 20 per cent, 
another six of 20 to 30 per cent and two of over 
30 per cent. 


Of the components of total demand, exports of 
goods and services account for less than 10 per 
cent of the regional total, and there are the same 
national differences as in the case of imports. 
Since 1950 the growth rate of exports has kept 
fairly close to that of the domestic product (see 


Table 16. Latin America: import coefficients, 
by countries, 1950, 1960 and 1967 
(Imports of goods and services as a percentage 
of the domestic product) 


Country 1950 1960 1967 
Argentina . 8.9 8.0 6.6 
Bolivia 11.9 US ¥7. 21.2 
Brazil 10.0 7.8 5.6 
Chile. 11.4 1537 15.7 
Colombia . 14.9 ADE?) 8.8 
Costa Rica : : 17.7 21.6 232 
Dominican Republic . 22 15.9 26.8 
Ecuador 7.6 12.2 vA) 
El Salvador 19.0 20:4 22.4 
Guatemala. 13.8 13.6 14.9 
Haiti. 16.7 13.8 11.2 
Honduras . 17.4 19.6 28.5 
Mexico 8.4 7.8 7.8 
Nicaragua . 13.8 PPB Ys 43.2 
Panama 34.2 30.0 32.9 
Paraguay . 10.1 12.5 14,3 
Peru . 12.0 11.9 16.6 
Uruguay 14.8 12.5 8.7 
Venezuela . - 41.8 27.1 21.1 

TOTAL # 1PAl| 10.8 9.9 


Source: ECLA, on the basis of official statistics. 
®Excluding Barbados, Cuba, Guyana, Jamaica and 
Trinidad and Tobago. 


table 15), and has been much higher than that of 
imports, with the trend in both cases measured 
in terms of volume. 


Taken as a whole, the relative shares of invest- 
ment and consumption in over-all demand re- 
mained constant between the end points of the 
period 1950-67. Both increased at an average 
annual rate of 4.7 per cent, but with broad dis- 
parities when the two decades are considered 
separately. In 1950-60, the growth rate of invest- 
ment outstripped that of consumption and the 
position was reversed in 1960-67. The import 
coefficient thus ended up in 1967 at the same level 
as in 1950. This is again a broad trend, which en- 
compasses a number of national differences as 
regards the share of investment in the total 
supply of goods and services. This declined in 
Colombia, Mexico, Uruguay and Venezuela, but 
took a more positive turn in others, particularly 
Bolivia, the Dominican Republic, Ecuador, El 
Salvador, Nicaragua, Panama, Paraguay and 
Peru (see table 17). 


In 1967, Brazil, Chile, Ecuador, El Salvador, 
Guatemala, Haiti, Honduras and Uruguay fell 
short of the average ratio for the region; in the 
other countries it was matched or exceeded in 
varying proportions, but only in three cases— 
Nicaragua, Peru and Venezuela—did the figure 
reach 20 per cent or over. 


As pointed out in other sections, the failure o: 
the investment coefficient to increase vigorously 
enough has been one of the fundamental reasons 
for the relatively slow growth of the Latin 
American product. A word should be added 
here about the importance of maintaining an 
investment coefficient (defined as the ratio of 
gross fixed investment to the total product) of 
about 16 per cent for the Latin American econ- 
omies. As per capita income levels in the region — 
are fairly low and there is a justifiable demand 
for higher consumption levels, an allocation of 
16 per cent for capital formation represents a 
considerable effort, although it should be re-' 
assessed more accurately in the light of the pre- 
vailing income distribution models and con- 
sumption capacity. Without discounting the 
latter, it is important to remember that the saving” 
envisaged will not necessarily lead to an equiva-_ 


lent volume of real investment, as the relative 
prices of capital goods are high in most of the 


Latin American countries. 

The magnitude of the phenomenon is better 
illustrated by a reference to 1960, for which 
enough data are available to express the total 
product and its major components in terms of 
dollars and ai exchange rates which give a 
clearer picture of purchasing power parities.1® 


18 See the appendix to this chapter. 


Table 17. Latin America: utilization of the supply of goods and services, 
by countries, 1950, 1960 and 1967 


(Percentages) 
1950 1960 1967 

Country Comsump- _ Invest- Consump- _Invest- Consump- _ Invest- 

tion® ment tion® ment tion® ment 

Argentina 84.0 16.0 78.5 D5 81.3 18.7 
Bolivia 89.8 10.2 86.5 13.5 83.6 16.4 
Brazil 85.6 14.4 83.7 16.3 87.4 12.6 
Chile 86.1 15.9 85.0 15.0 84.4 15.6 
Colombia. 81.6 18.4 81.9 18.1 83.9 16.1 
Costa Rica 5 84.2 15.8 83.4 16.6 82.9 17a 
Dominican Republic . 86.3 13.7 88.7 10s) 82.0 18.0 
Ecuador . 91.4 8.6 86.6 13.4 87.3 12.7, 
El Salvador 90.8 9.2 86.5 1325 84.9 15.1 
Guatemala 89,3 10.7 90.1 9.9 88.4 11.6 
Haiti 93.3 6.7 94.6 5.4 96.8 bys 
Honduras 87.0 13.0 87.6 12.4 86.8 13.2 
Mexico 79.3 20.7 85.2 14.8 82.5 17.5 
Nicaragua 90.3 O7 87.5 12.5 79.9 20.1 
Panama . 85.7 14.3 85.9 14.1 80.6 19.4 
Paraguay . 92.0 8.0 83.6 16.4 81.9 18.1 
Peru 83.3 16.7 80.9 19.1 76.4 23.6 
Uruguay . 83.0 17.0 85.5 14.5 86.9 13.1 
Venezuela 74.7 25.3 78.1 21.9 78.8 DAZ 
ToraL> 83.4 16.6 82.9 17.1 83.5 16.5 


SourcE: ECLA, on the basis of official statistics. 
® Excluding Barbados, Cuba, Guyana, Jamaica and Trinidad and Tobago. 


> Including changes in stocks. 
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Table 18 presents the results of the comparison. 
It shows that there is a wide gap between the 
average regional coefficient when measured by 
the relative price structures in each country and 
the result of measuring the components of the 
coefficient against the structure of relative prices 
in the United States, that is 17.1 as against only 
12.4 per cent. In other words, the same invest- 
ment coefficient in Latin America and the 
United States, reflecting a saving effort of similar 
proportions, would, in Latin America, represent 
a smaller volume of real goods and services 
available for capital formation. This simply 
confirms the fact that the relative prices of 
capital goods are higher there than in the 
United States. 

- Individual countries show a variety of dif- 
ferences in this respect, and their position may 
even range from positive to negative. In a few, 
such as Chile, Colombia, the Dominican Repub- 
lic, El Salvador and Honduras, the coefficients 
are slightly higher when expressed in dollars 
than in national currencies.1® In others, where 


19 This may also reflect the effects of differences in the 
structure of investment, particularly in the relative shares 
of construction and public works. These ratios may vary 
considerably from one year to the next, as a result of 
changes in domestic relative prices (for example, a 
modification of the exchange rate has an immediate 
impact on the prices of imported capital goods). 


Table 18. Latin America :* investment coefficients 
calculated in national currencies and in dollars,” 1960 
(Gross fixed investment as a percentage of the 


total product) 

Calculated in Calculated in 
sig ae olla 
Argentina Dilek iS 
Bolivia 14.3 11.3 
Brazil 16.5 8.2 
Chile : 15.4 16.0 
Colombia. 18.3 19.1 
Costa Rica ; : 17.1 13.7 
Dominican Republic . 10.4 11.5 
Ecuador . 13.4 13.6 
El Salvador 13.4 14.2 
Guatemala ‘é 10.1 10.5 
Haiti : : 5 55 Sy 
Honduras 12.6 15.6 
Mexico 14.9 1237 
Nicaragua 12.8 10.7 
Panama . 14.8 13.8 
Paraguay . 16.7 9.7 
Peru 18.7 13.8 
Uruguay . 15.0 11.3 
Venezuela 18.0 21.9 

TOTAL 7D 12.4 
Source: ECLA. 
*Excluding Barbados, Cuba, Guyana, Jamaica and 
Trinidad and Tobago. 


> In calculating these coefficients, different exchange rates 
were used for the product and for gross fixed investment so 
as to reflect the respective purchasing power parities (see 
appendix to this chapter). 
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the relative price structure is closer to that of the 
United States, the results are virtually the same. 
But in most cases, coefficients are much lower 
when calculated in dollars than in local currency. 
This is particularly true of Argentina, Brazil, 
Paraguay and Peru. 


The last outstanding aspect of the composition 
and trends of total demand is the structure of 
consumption, in terms of the division between 
public and private consumption. Government 
consumption in Latin America as a whole 
accounted for approximately 11 per cent of the 
total in 1950. During the next ten years, its 
growth was fairly rapid (6 per cent annually), 
and its share therefore expanded to 12.2 per cent, 
but this upward trend was subsequently reversed 
and by 1967 its share was slightly smaller than in 
1950 (10.7 per cent). 

Levels and trends differ widely from country 
to country. In the group of countries where 
government consumption represents a steadily 
growing proportion of total consumption, Chile, 
Costa Rica, Honduras, Peru, Uruguay and 
Venezuela have raised it above the regional 
average; in Bolivia, Colombia and Mexico, on 
the other hand, the trend has been similar but at 
lower levels. The countries where the figures are 
above the average, but where the trend of govern- 
ment consumption is declining are Brazil, the 
Dominican Republic, Ecuador, Panama and 
Paraguay, while the opposite is the case in 
Argentina, El Salvador, Guatemala, Haiti and 
Nicaragua (see table 19). 


3. EMPLOYMENT PROBLEMS 
(a) Employment structure and trends 


Among the most salient features of the Latin 
American economies at the close of the nineteen- 
sixties are employment problems. Although they 
have been taking shape in the course of the 
region’s economic history, in recent years they 
have attained proportions such that far more 
importance must be attached to them in the 
diagnosis of over-all development problems. 


The already high growth rate of the labour 
supply rose between 1960 and 1969, when its 
total volume increased by almost 30 per cent; 
this implies an annual rate of 2.8 per cent, which 
is higher even than the figure of 2.6 per cent re- 
corded during the preceding decade (see table 
20). This over-all trend reflects the differing 
positions of the countries; a few—for instance, 
Costa Rica, Mexico and Venezuela—have 
shown annual increments of more than 3 per 
cent, whereas others—Argentina and Uruguay, 
for example—have maintained the same rate as 
in previous years. 


Table 19. Latin America: composition of consumption, by countries, 1950, 1960 and 1967 


(Percentages) 
1950 1960 1967 
ne Govern riyates’ «FOYE riygaes —GO¥ETM-—Priyaged 
Argentina ita! 88.3 11.3 88.7 9.3 90.7 
Bolivia 73 92.7 9.5 80.5 10.2 89.8 
Brazil 14.7 85.3 18.1 81.9 12.8 87.2 
Chile 11.6 88.4 12.3 87.7 12.0 88.0 
Colombia. ed 92.5 7.6 92.4 7.8 92.2 
Costa Rica , f 10.0 90.0 13:5 86.5 14.1 85.9 
Dominican Republic . 12.8 87.2 155 84.5 12.1 87.9 
Ecuador . 15:2 84.8 14.8 85.2 14.1 85.9 - 
El Salvador 10.1 89.9 ii tae 88.8 9.9 90.1 
Guatemala Tes 92.5 8.6 91.4 TA 92.9 
Haiti 13.4 86.6 8.3 91.7 8.5 91.5 
Honduras 8.1 91.9 10.8 89.2 11.1 88.9 
Mexico 4.7 95.3 if 94.3 6.4 93.6 
Nicaragua 10.8 89.2 95 90.5 Oe 90.5 
Panama 15.5 84.5 125 87.5 14.3 85.7 
Paraguay . 14.2 85.8 9.0 91.0 11.0 89.0 
Peru 8.0 92.0 11.3 88.7 15.3 84.7 
Uruguay . 9.4 90.6 10.2 89.8 12.4 87.6 
Venezuela 19.4 80.6 21.6 78.4 21.5 78.5 
Tora? 11.0 89.0 12.2 87.8 10.7 89.3 
Source: ECLA, on the basis of official statistics. 
® Excluding Barbados, Cuba, Guyana, Jamaica and Trinidad and Tobago. 
> Including changes in stocks. 
Table 20. Latin America:* population structure and trends 
(Thousands of persons, and percentages) 
1950 1960 1965 Een 
Thousands of persons 
Total population 147,736 195,528 225,560 253,373 
Urban population 58,187 93,059 115,961 137,232 
Rural population , 89,549 102,469 109,599 116,141 
Population of working age . 82,092 105,784 121,177 136,168 
Economically active population 50,561 65,371 74,751 83,647 
Percentages 
Total population 100.0 100.0 100.0 100.0 
Urban population 39.4 47.6 51.4 54.2 
Rural population ; 60.6 52.4 48.6 45.8 
Population of working age . 55.6 54.1 53e7) 53.8 
Economically active population 34.2 33.4 33.1 33.0 
Annual growth rates 
1950-60 1960-65 1965-69 1960-69 
Total population 28 29 29 29 
Urban population 4.8 4.5 4.3 4.4 
Rural population : 1.4 1.4 1.5 1.4 
Population of working age . 2.6 2.8 3.0 2.9 
Economically active population 2.6 QT 2.8 2.8 


Source: ECLA estimates, based on official statistics. 


* Excluding Barbados, Cuba, Guyana, Haiti, Jamaica and Trinidad and Tobago. 
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These labour force trends were determined by 

a variety of factors. In the first place, the Latin 

American population has kept up and indeed 

‘increased its rate of growth which has averaged 
‘2.9 per cent per annum from 1960 onwards. 


'Again, from the second half of the nineteen- 
fifties onwards, the population of working age 
has increased faster than the total population, 
the over-all 1950-60 trend being ultimately 
teversed.” 


A break-down by urban and rural population 
reveals that the urban population has expanded 
rapidly, and will probably account for over 54 
per cent of the total population in 1969. This 
expansion, largely attributable to the immigra- 
tion of surplus agricultural workers with their 
families, has aggravated the urban unemploy- 
ment problem, which has in any case been gain- 
ing in magnitude as a result of the relatively slow 
rate of over-all development and the application 
—at least in the more dynamic sectors—of 
techniques that weaken manpower absorption 
capacity. Hence the spread of unemployment 
and under-employment in the various branches 
of activity has been accompanied by the emer- 
gence of large marginal urban groups engaged in 
occupations of minimal productivity. 


The distribution of the population between 
urban and rural areas also differs from one 
country to another. For example, a comparison 
of trends over the last two decades shows that in 
Argentina, Brazil and Guatemala the growth 
rate of the urban population has declined and 
that of the rural population has undergone no 
change, while that of the total population has 
slowed down in the first two countries and re- 
mained constant in the last-named. In Mexico, 
the rate of expansion of the rural population has 
continued to stand at the same level and there 
has been a slight acceleration of the urban 
population growth rate, with the result that the 
over-all rate has risen sharply. In Nicaragua, 
downward fluctuations in the demographic 
growth trend have been marked in the urban and 
slight in the rural sector, while similar move- 
ments have taken place in Ecuador, but in an 
upward direction; the rate of increase of the 
total population has been constant in Nicaragua 
and has risen steeply in Ecuador. 


These trends have been partly responsible for 
considerable changes in the structure of the 
economically active population. One of the most 
striking modifications is the decrease of the 
proportion corresponding to agriculture which 


20As a general rule, data for Latin America do not 
include Barbados, Cuba, Guyana, Haiti, Jamaica and 
Trinidad and Tobago. 
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by the end of the nineteen-sixties may represent 
only a little more than 42 per cent of the total 
working population, as against over 53 per cent 
in 1950, although in the meantime the rate of 
decline has gradually slackened off (see table 20). 
A second outstanding feature is the fact that the 
relative contraction in the share of agriculture is 
not reflected in significantly larger proportions 
of employment in the sectors producing non- 
agricultural goods and basic services, whose rela- 
tive importance in this respect increased little in 
the nineteen-fifties and by barely 0.2 per cent in 
the nineteen-sixties. 


Special mention should be made of manu- 
facturing, which has accounted for a decreasng 
proportion of total employment because the 
share of factory industry has been virtually con- 
stant, and that of artisan-type industry has 
steadily declined at much the same rate in both 
decades. The labour force in the construction 
sector has gained in relative importance in the 
nineteen-sixties just as in the preceding decade, 
but the proportion absorbed by the basic services 
sector has expanded very much more slowly than 
before. 


In these circumstances, the relative falling-off 
in agricultural employment has been offset 
chiefly in commerce and finance and in the 
“other services” sector (general government and 
miscellaneous services). This reflects the pressure 
of the labour supply on the activities in question, 
in face of the limited increase of employment 
opportunities in the sectors producing goods and 
basic services. A still more suggestive symptom 
is the sharp upswing in the share of “unspecified 
activities” (which in essence signify unemploy- 
ment or employment in marginal services with 
extremely low productivity). The proportion 
represented by such activities in 1950 (2.3 per 
cent) has more than doubled by 1969 (reaching 
5.6 per cent), and most of the increment can be 
seen to have accumulated from 1960 onwards 
(see table 21). 


The decrease in the percentage of the total 
economically active population corresponding 
to the agricultural labour force is more marked 
in some countries than in others. In Venezuela, 
for instance, the sharp downward trend observ- 
able in the nineteen-fifties has hardly weakened 
at all in the following decade; in Mexico the 
decline, already rapid in the nineteen-fifties, 
has continued at a still faster rate; elsewhere, 
on the other hand—in Brazil and Colombia, 
for example—the earlier rates of decrease have 
been drastically reduced. The relative impor- 
tance of Ecuador’s agricultural labour force, 
which increased in the nineteen-fifties, has later 
declined appreciably. 
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Several countries where the proportion of 
manpower employed in manufacturing rose 
‘considerably in the nineteen-fifties—including 
Argentina, Mexico and Venezuela—have wit- 
-nessed a steep downturn in this trend in the 
following decade. In Chile, on the other hand, 
the reverse has taken place. 


The rates of increase of the labour force 
employed in the services sectors (commerce and 
finance, general government and miscellaneous 

services), which were rapid in Colombia, 

| Mexico and Venezuela in the nineteen-fifties, 

have slowed down in the nineteen-sixties, 
whereas just the opposite has happened in 
Ecuador. The share of unspecified activities— 
which is highly significant, as has been pointed 
out, inasmuch as it is indicative of the scale of 
employment and under-employment in marginal 
services—has increased very fast in the nineteen- 
sixties in relation to the nineteen-fifties; the 
expansion was greatest in Chile, Colombia and 

- Mexico, more moderate in Ecuador and 
Guatemala, and relatively slight in Argentina 
and Venezuela. 


To revert to Latin America as a whole, it may 
be estimated that in the nineteen-sixties a little 
over 60 per cent of the increase in the labour 

force has actually been absorbed into economic 
activities—a lower proportion than the 62.5 
per cent recorded in the preceding decade. This 
‘implies that the annual growth rate of the work- 
ing population has been higher in the nineteen- 
sixties than in the nineteen-fifties (2.6 and 2.8 


per cent, respectively), but if the employment 
figures for “unspecified activities” are not taken 
into account, the real absorption rate falls from 
2.5 per cent in the first of the two decades com- 
pared to 2.3 per cent in the second (see table 22). 


If attention is turned to the contribution made 
by the various sectors of economic activity to 
the absorption of the labour force increment, it 
can be seen that in the nineteen-sixties the 
trends noted in the preceding decade have con- 
tinued, inasmuch as the expansion of employ- 
ment in the sectors producing goods has been 
inadequate, and it is still the services sector that 
shows the greater absorption capacity. During 
the decade in question, agriculture has absorbed 
only 24.4 per cent of the total increase in the 
labour force. The intake in manufacturing has 
been barely 11.6 per cent, a proportion which 
compares unfavourably with the figure of 14.5 
per cent for the previous decade; the decrease 
has been particularly significant in the case of 
factory industry (from 3.7 to 2.9 per cent). 
The absorption capacity of the mining sector 
slightly increased from one period to the next, 
while the proportion of the manpower increment 
tapped by basic services dropped from 8.2 to 
6.6 per cent. Within the services sector, different 
trends have been pursued. “Commerce and 
finance” still constitute the group of activities 
that absorb one of the largest shares of the 
increase in the economically active population; 
the proportion absorbed by “other services” 
has decreased; and the percentage drawn into 


Table 22. Latin America:* absorption of labour force increment 
by sectors of the economy 


(Thousands of persons, and percentages) 


1950-60 1960-69 
Percentage Annual Percentage Annual 
Increment distri- growth Increment distri- growth 

bution rate ution rate 

Agriculture. : 3,865 26.1 £3 4,465 24.4 | 
Production of basic non- 
agricultural goods and 

services 3 = 4,212 28.4 31 4,590 25.1 2.8 

Mining E 119 0.8 2.0 147 0.8 2.2 

Manufacturing 2,150 14.5 2.6 2,124 11.6 2.3 

Factory industry 1,530 10.3 3.7 1,463 8.0 2.9 

Artisan-type industry. 620 4.2 1.5 661 3.6 1.6 

Construction R 721 4.9 3.2 1,118 6.1 4.0 

Basic services yyy) 8.2 4.6 1,201 6.6 3.4 

Services . F ; 2 6,733 45.5 4.7 9,221 50.5 4.6 

Commerce and finance . 1,947 13.2 4.1 2,559 14.0 4.1 

Miscellaneous services . 3,619 24.4 4.5 4,277 23.4 4.0 

Unspecified activities 1,167 79 a3 2,385 13.1 8.2 

‘ TOTAL 14,810 100.0 2.6 18,276 100.0 28 

TOTAL, excluding un- 
specified activities . 13,642 — BS 15,891 — PBs} 


Source: ECLA, on the basis of official statistics. _ ~— 
* Excluding Barbados, Cuba, Guyana, Haiti, Jamaica and Trinidad and Tobago. 
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“unspecified activities’ has followed a rising 


trend. 


When the foregoing trends and structure of 
employment are compared with the over-all and 
sectoral evolution of the product, certain points 
are brought to light that relate to productivity, 
defined in terms of the product generated per 
worker. Broadly speaking, in the Latin American 
economy as a whole, increases in productivity 
have been slightly smaller in the nineteen-sixties 
than in the preceding decade, since the average 
annual rate was 2.2 per cent in 1950-59, and is 
unlikely to have been more than 2 per cent in 
1960-69 (see table 23). These are relatively low 
figures in comparison with the rates at which 
productivity improves in more advanced 
countries, such as the Federal Republic of 
Germany, France, Japan, etc., and, in general, 
with the indexes for the countries with centrally 
planned economies. 


Although the growth rate of productivity in 
Latin American agriculture also compares un- 
favourably with the rates achieved in other parts 
of the world, it speeded up between the two 
periods (from 2.1 to 2.5 per cent), since the 
absorption of manpower in this sector lagged 
considerably behind the expansion of the 
agricultural product. In mining, productivity 
increments have been far smaller in 1960-69 
than in the nineteen-fifties, basically owing to a 
larger growth rate for the sectoral product, for 
which Venezuelan petroleum has been largely 
responsible. If Venezuelan petroleum is ex- 
cluded, the rate of increase of the sector’s pro- 
ductivity still shows a downward trend, but the 


Table 23. Latin America :* labour force productivity trends, by economic sectors 
. (Dollars at 1960 prices and percentages) 


decrease is much smaller (from 3.1 per cent in 
1950-59 to 2.8 per cent in 1960-69). 


If the rate at which productivity in manu- 
facturing—especially in factory industry—im- i 
proved between the two periods is insignificant 
by non-Latin-American standards, it is fairly 
rapid in relation to the Latin American economy 
as a whole, and moreover, higher levels are 
reached than in any of the region’s other econo- — 
mic activities. In this sector the growth rate of the — 
product has been relatively high and fairly steady — 
in both periods; the labour force, on the other 
hand, has expanded a good deal more slowly, — 
especially in factory industry, where its rates 
of increase have dropped from 3.7 per cent in 
1950-59 to 2.9 per cent in 1960-69. The position 
is similar, although the trends are more marked, 
in basic services, while in the construction sector _ 
a comparison of the respective rates at which 
manpower absorption and the product in-? . 
creased between the two decades leads to the 
conclusion that productivity has risen at a rate 
of 1 per cent in 1960-69 as against 1.4 per cent in 
the nineteen-fifties (see table 23). 


In the “commerce and finance” sector, high 
rates of absorption of the labour force have been 
accompanied in both decades by relatively rapid i 
growth rates of the product, with the result that” 
the annual increase in productivity has been 
close to | per cent. It should be noted, however, © 
that in this sector it is not strictly possible to 
speak of physical output trends, so that the 
relevant indicator must rather be taken as re- 
flecting i income and, in essence, rates of profit. ~ 
The ‘other services” sector, formed by general _ 

a 


x 
+ 


ft 
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Estimates Annual growth rates 
1950 1960 1965 ‘or 
1969 1950-60 1960-69 1950-69 
Total 961 1,197 1,321 1,432 Bie 2.0 Pay | i 
Agriculture 450 555 633 394 2.1 2.5 2.3 ; 
Production of basic non-agricul- 
tural goods and services 1,403 1,843 2,144 2,344 2.8 27 20 
Mining 3,617 5,504 6,103 6,484 4.1 2.0 3.1 
Mining excluding Venezuela 2,642 3,584 4,141 4,598 3k 2.8 3.0 
Manufacturing : 1,294 1,831 2,206 PRON 35 3.6 3.6 
Factory industry oe 3,137 te 4,168 ie 312 sf ; 
Artisan-type aoe iets ae 356 ed 419 aa 1.8 a 
Construction 899 1,017 1,058 1,116 1.4 1.0 1:2 
Basic services 1,663 1,814 2,049 2,174 0.9 2.0 1.4 
Services” 1,718 34 1,771 1,817 0.1 0.5 0.3 
Commerce and finance. 2,261 2,494 2,623 2,731 1.0 1.0 1.0 
Miscellaneous services . 1,393 1,295 1,282 1,283 —0.7 —0.1 —0.4 
Other services, including un- 
specified activities 1,186 1,055 977 968 -1.2 —0.9 —1.1 


Sourcge: ECLA, on the basis of official statistics. 
* Excluding Barbados, Cuba, Guyana, Haiti, Jamaica and 
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Trinidad and Tobago. 
> Excluding estimated labour force in unspecified activities. 


government activities and miscellaneous services, 
of which the latter carry the greater weight in 
employment and product figures, has shown a 
recovery in the declining trend of productivity— 
here again to be interpreted in terms of income— 
which i is mainly attributable io the fall in man- 
| power absorption rates. If, in addition, un- 
specified activities—in which the population 
increase is substantial—are taken into account, 
productivity would seem to have deteriorated in 
the nineteen-sixties at much the same rate as in 
the preceding decade. 


(b) Characteristics and trends of 
unemployment and under-employment 


_ From the body of information that exists on 
the subject it is apparent that many of the Latin 

American economies are finding it increasingly 
difficult to absorb an adequate amount of man- 
“power into productive jobs, particularly in the 
: basic goods and services sectors. 


This situation is reflected particularly clearly 
in urban areas, where marginality is growing in a 
number of broad social strata. The result is that 

what have been labelled “unspecified activities” 
are acquiring ever-increasing importance in the 
structure of the labour force, as was pointed out 
earlier in this chapter. The decline in employ- 
Ment opportunities is also beginning to affect 
the rural-urban movements, as the vast differ- 
ences between the living levels of the lower strata 
in the country and the towns are gradually ironed 
out. The outcome has been that unemployment 
and under-employment, which used to be 
relatively slight, have at least become far more 
obvious in the nineteen-sixties. 

It is impossible to gauge the extent of this 
phenomenon from the statistics available. 
However, mainly for the sake of illustration, it 
should be noted that any effort to quantify the 
under-utilization of labour resources should 
distinguish between its three forms, namely, 
open unemployment, which is fairly easy to 
assess; seasonal and circumstantial unemploy- 
ment; and under-employment, which is very 
difficult to calculate for various reasons, although 
some orders of magnitude can be arrived at. 

In general, it is taken as axiomatic that there is 
more under-employment than unemployment, 
whether voluntary or involuntary. Some truth is 
also attributed to over-all estimates according 
to which the under-utilization of human re- 
sources represents just over a third of the total 
labour potential: voluntary and involuntary 
unemployment would account for less than half 
the total volume of under-utilized resources, 
while under-employment might cover as much as 
two thirds. 
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To arrive at more precise figures, it would be 
necessary to make a more detailed study of these 
phenomena and their relation to the structure 
of population and of employment. Any survey 
of this kind must, however, bear in mind the 
fact that the characteristics of unemployment 
tend to gloss over the real scope of the problem. 
Hence, it would be essential to consider such 
aspects as the following: 

(i) The census figures for the economically 
active population that is unemployed or seeking 
work for the first time are remarkably low; in 
fact, in some cases they are even lower than the 
figures for unemployment recorded in the key 
areas of the different Latin American countries. 
Most of the persons genuinely unemployed are 
described as belonging to the economically 
inactive population. 

(ii) The records of persons out of work are 
inaccurate, either because they are incomplete or 
because unemployed persons who, as family 
workers, find occupation in such activities as 
agriculture, crafts, small-scale commerce and 
personal services, are not taken into account. 
They represent the direct conversion of open 
unemployment into under-employment. 


(iii) Most of the people who fail to find em- 
ployment, including those looking for their 
first job and those who have been unemployed 
for some time and may even have ceased to look 
for work, are classified in censuses as belonging 
to the economically inactive population. But it is 
precisely this category of unemployment that 
forms the bulk of open unemployment and which 
cannot be quantified without analysing the rate 
of participation of the employed economically 
active population and of different population 
groups of working age, classified by sex and age. 
Broadly speaking, young people of both sexes 
between 15 and 20 years of age, who neither go 
to school nor work, although they are not 
classified as looking for their first job, belong to 
this category of unemployment. So do nearly all 
adult men of under 65 years of age who do not 
work or live in institutions, and a large pro- 
portion of non-working adult women of under 65 
years of age. The size of this proportion is in- 
fluenced by the kind of employment oppor- 
tunities open to women of 20 to 40 years of age 
because of child-bearing, and by the difficulty 
experienced by women over that age in finding 
work if they have never been employed before. 

(iv) Voluntary unemployment, which crops up 
in both the economically active and the econo- 
mically inactive population, but is greater in the 
latter. The origins of this category of unemploy- 
ment are varied, but the most typical is that of 
persons who, for a long time, have been un- 


successful in finding work that they consider 
compatible with their social status and who may 
therefore cease to look for any. Problems of a 
social nature may also lead certain strata in the 
younger age groups to vegetate. Some people are 
also employed in unproductive marginal occu- 
pations which can be regarded as marginal under- 
employment. In short, the line of demarcation 
between involuntary and voluntary unemploy- 
mentisclearly hard to draw, especially when some- 
one has been out of work for a long time and 
when there is no clear distinction between open 
and disguised unemployment. 


(v) The population unrecorded in the censuses, 
which is estimated from the census omissions, 
probably comprises the people living in marginal 
areas and, to an even greater extent, people in 
urban centres where the shortcomings of the 
census machinery and the extreme marginality of 
some population elements, who are prevented by 
circumstances from having any fixed abode, lead 
to omissions. In both cases, a large proportion of 
the adults in this situation may be presumed to 
be unemployed. 


Between open unemployment and under- 
employment there is an intermediate category of 
non-chronic, seasonal and circumstantial un- 
employment. 


Seasonal unemployment occurs in agricultural 
work, especially on land owned by others or in 
industries that process agricultural commodities. 
It is equivalent to the under-employment that 
exists among members of the labour force who 
work for alarge part of the year on their own land. 
This type of unemployment is particularly 
marked in Latin America, where means of using 
human resources during periods of unemploy- 
ment have not yet been developed. 


The fluctuating levels of certain activities, 
such as construction, are continually throwing 
large numbers of people out of work, especially 
unskilled labour, which is mainly rural in origin. 
This situation depresses the level of activity in 
allied industries, such as the building materials 
industry, and this reduces employment still 
further. 


Typical under-employment, of a chronic or 
permanent kind, is found in occupations in 
which only a small part of the available time is 
used or the effort involved represents a mere 
fraction of the person’s capacity for work. There 
is, in addition, marginal unemployment, which 
occurs in occupations that are totally unpro- 
ductive and in fact simply mask open unemploy- 
ment. 


Both types of under-employment represent an 
enormous volume of under-utilized labour. The 
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former is more important but the latter is” 
tending to grow more rapidly. In Latin America, ‘ 
typical under-employment exists on a massive 
scale in small-scale agriculture, crafts, cottage 
industry, small-scale commerce, small service 
firms and most public services. Under-employ-— 
ment is seldom found in the “modern” sector 
of the economy, but it is characteristic of the 
“primitive” sector.21 In the “intermediate” 
sector the situation varies: in industrial activities 
(manufacturing, mining, construction) under- 
employment is fairly limited, however low 
labour productivity may be. This is not so in 
agriculture or in service enterprises and units, 
which are usually small in scale. 


It is very difficult to calculate unemployment, 
for lack of information and a suitable method of 
calculation. An evaluation for 1960 by the Latin — 
American Institute for Economic and Social 
Planning in conjunction with the Latin American 
Demographic Centre? provides data on this 
problem. In fact, it appears that unemployment 
and under-employment (with the latter ex-— 
pressed in terms of equivalent unemployment) 
may involve about 30 per cent of the total 
economically active population, that is, about 25 
million people (see table 24). The bulk is in 
agriculture, followed by “other services” and _ 
“unspecified activities”, but there is also con- 
siderable unemployment in manufacturing, and 
in commerce and finance, although on a much 
smaller scale.?? 


(c) Distribution of the labour force by strata 

of productivity 

For a study in depth of employment problems 
in the Latin American economies it seems useful 
to analyse the marked disparities in productivity 
levels between different strata in each sector of 
economic activity. 

In most of the Latin American economies the 
incorporation of technical progress has not been 
a widespread process involving, to a varying but 
considerable degree, all sectors and branches of 
economic activity. The assimilation of technical 
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1 The terms ‘“‘modern’’, “intermediate” and “‘primitive” 
are explained in the following section. 

22°F lementos para la elaboracién de una politica de 
desarrollo con integracién para América Latina’ (INST/ 
5.3/L.3), chapter II. 

238A large amount of unemployment is to be found in 
the economically inactive population. This has been 
confirmed by some preliminary studies recently prepared 
for the Ottawa Plan of the International Labour Organisa- 
tion (see ‘‘Las disponibilidades de fuerza de trabajo en 
América Latina’, preliminary estimates for twelve 
countries). The tentative figures estimate that the number 
of unemployed solely among women of working age 
eee in household tasks amounted to 5 million in 


Table 24. Rough estimates of equivalent unemployment in the labour force around 1969 
(Thousands of persons, and percentages) 


Percentage of 


Percentage ratios 


PENS lagi tsa’ a Seeendi d Number of i lg dat es gta? pcan iG 
Had population inthe wnemployed 20 tO portion unemployment 
sector of total by sectors 
unemployment 
Total . 83,647 30.4 25,402 30.4 100.0 
Agriculture 35,320 32.6 11,514 13.8 45.4 
Mining . P 822 19.0 156 0.2 0.6 
Manufacturing . 11,546 16.7 1,928 23 7.6 
Construction? 3,768 6.4 241 0.3 0.9 
Basic services” . 4,566 2.0 91 0.1 0.4 
Commerce and finance 8,451 19.0 1,606 1.9 6.3 
Other services . 14,475 3557) 5,167 6.2 20.3 
Unspecified activities . 4,699 100.0 4,699 5.6 18.5 


Source: Latin American Institute for Economic and Social Planning, “‘Elementos para la 
elaboracién de una politica de desarrollo con integracién para América Latina” (INST/5.3/L.3), 


chapter II. 


* The figures represent visible unemployment only. need , 
» For lack of information, unemployment in transport and communications was not taken into 


account under the head of “basic services’. 


know-how has been concentrated in specific 
strata, while large segments of the economy have 
been completely excluded from the process. Thus 
economic structures have gradually become 
markedly heterogeneous, with clearly differen- 
tiated productivity strata. One group, which may 
be described as the ‘‘modern” stratum, consists of 


‘economic units with a fairly efficient form of 


organization, rising productivity, and fairly high 
technological levels and capital investment per 
worker employed. At the other end of the scale is 
the “primitive” stratum, which comprises 
economic units operating at extremely low levels 
of productivity with scarcely any mechanization 
and a negligible stock of capital, and using the 
most out-dated techniques. The “intermediate” 
stratum lies somewhere between the two extremes 
in regard to technical progress and productivity. 


This marked differentiation between strata 
from the standpoint of productivity is observ- 
able not only in the economy as a whole but also 
in each of the main economic sectors. In other 
words, the point is not only that average pro- 
ductivity is noticeably lower in some sectors than 
in others, but that within each sector there are 
marked disparities between productivity strata. 


This makes for a development model with an 
impact on income distribution and employment. 
Inasmuch as a large proportion of over-all 
economic growth is concentrated in the modern 
sector, the system’s ability to absorb an active 
population which is growing fairly rapidly 
depends upon the attainment of high rates of 
growth for the total product and the mainte- 


nance of equally high rates of capital formation. 


Otherwise, it would not be possible to reduce 
employment progressively in the primitive 
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stratum, and the already pronounced disparities 
in productivity between one stratum and an- 
other would be accentuated. The economic and 
social repercussions of a situation of this kind 
might necessitate a different policy for the 
absorption of technical know-how which, with- 
out neglecting the absorption of advanced 
techniques in selected activities, would be aimed 
mainly at improving productivity in the inter- 
mediate and primitive strata. 


There is little point in trying to force decisions 
on such options at the level of Latin America as a 
whole. Each specific situation will depend on the 
relative proportions of the different productivity 
strata, the stage of development reached, and 
other factors which vary considerably from one 
Latin American country to another. 


A quantitative appraisal of this phenomenon 
presents serious difficulties because of the lack of 
basic statistics. Thus all that can be done for the 
time being is to make some provisional esti- 
mates, which will at least indicate the scale and 
varying intensity of this phenomenon in the 
different countries and sectors of activity. 


Subject to these reservations, it is estimated 
that in the whole of Latin America, oneeighth of 
the economically active population is employed 
and about half the product is generated in the 
modern stratum. On the other hand, probably 
about one third of the working population 
belongs to the primitive stratum, which accounts 
for considerably less than 10 per cent of the total 
product. Thus sharp differences in manpower 
productivity may be deduced, which probably 
reach a ratio of over 20 to 1 between the two 
strata. 


These relationships vary widely from country 
to country. In Argentina, for instance, the pro- 
portion of employment in the modern stratum is 
much higher than the average for the region and 
much lower than in the primitive stratum; more- 
over, the modern stratum accounts for a higher 
proportion of the product and the primitive 
stratum for a lower proportion, which makes 
the disparities in productivity less pronounced. 
The opposite is true of other countries in the 
region, where the share of the primitive stratum 
is smaller, the modern stratum is less developed, 
and the productivity ratios reveal sharper dis- 
parities than for Latin America as a whole. 


The differences noted in the economy asa whole 
reappear to varying extents in each of the major 
sectors of economic activity. For example, con- 
sidering the agricultural sector for the region as a 
whole, the modern stratum probably represents 
less than 10 per cent of the total in terms of em- 
ployment, while its contribution is one third to 
half the total product. In the same sector, the 
importance of the primitive stratum is relatively 
high as regards employment, while its contri- 
bution to the product is very low. 


The situation is entirely different in mining, 
which is probably the sector with the highest pro- 
portion of employment in the modern stratum 
(one third to 40 percent of the total) and accounts 
for most of the product (about 90 per cent). 
Another notable feature of mining is the persist- 
ence of a primitive stratum, which still absorbs 
about one quarter of the economically active 
population employed in the sector and where 
the differences in productivity with respect to the 
modern stratum are probably greater than in any 
other sector of activity. 


In manufacturing, the situation in factory 
industry differs from that in artisan-type in- 
dustry. In the former, the modern stratum prob- 
ably represents about 30 per cent of total 
employment in manufacturing and accounts for 
some two-thirds of the product, its average prod- 
uctivity being about five times that of the 
remainder of factory industry. This remainder 
might be said to represent an intermediate 
stratum, containing practically no productive 
units that could be classified as primitive. In 
artisan-type industry, on the other hand, the 
primitive stratum predominates in terms of ‘both 
employment and the product; only a small pro- 
portion of this segment, consisting of recently 
developed activities which have sprung up as 
satellites of some of the major industries, could 
be regarded as a modern stratum. 


Relationships also vary widely in the services 
sectors. In commerce and finance, for example, 
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the modern stratum absorbs perhaps one sixth 
to one seventh of total employment in the sector 
and produces about half the product; the primi- 
tive stratum employs about 10 per cent of the 
total and its contribution to the product is very 
low. 


(d) Factors influencing the employment 
situation and prospects 


The foregoing considerations help to form an 
over-all picture of the kinds of factors influencing 
the present and future employment situation in 
the Latin American economies. Although it in- 
volves somewhat arbitrary classifications, it may 
be useful to make a distinction between structural 
and institutional factors. 


(i) Structural factors. In the broad sense, the 
root of these employment problems—open un- 
employment, under-employment, and marked 
disparities in productivity—lies in the rate and, 
in particular, the pattern of Latin American 
development. This is characterized by a growing 
inability to absorb the increase in manpower, 
especially in activities producing basic goods and 
services, or to provide reasonable levels of 
productivity and income. 


It has already been pointed out that the over- 
all economic growth rate is weakening while 
the labour force is rapidly and steadily expand- 
ing. The same may be said about the rates of 
capital formation, to which may be added the 
absence of any great changes in the share of 
investment in directly productive activities which 
provide stable and lasting employment, or in the 
amount invested in other activities connected 
with the expansion of housing and the urban 
infrastructure (associated with temporary and 
sharply fluctuating employment). 


As regards the productive activities them- 
selves there is an evident tendency to invest a 
large proportion of the available resources in 
capital-intensive activities with a small labour 
asbsorption capacity. Conversely, other sectors 
where these ratios favour an increase in employ- 
ment are not expanding nearly so much. This 
means not only a decline in the capital-output 
ratio for the economy as a whole but also, in the 
case of many activities, a very high level of in- 
vestment per worker (see table 25). 


It is precisely these activities which form the 
modern stratum. Although their growth is often 
a highly positive contribution to general 
economic development, if the question is con- 
sidered mainly from the employment standpoint, 
it is impossible not to perceive the implicit con- 
tradictions, inasmuch as, at those levels of fixed 
investment per worker, they can absorb only a 


Table 25. Latin America: fixed investment per worker employed in selected industries 
(Dollars at current prices) 


Annual 


Industry B is aceite PE ase desir Process 
ri’ a per worker shifts 
Bleached kraft pulp 100,000 56,200 3 Bleached kraft pulp from conifers not combined with 
the manufacture of paper 
Newsprint. 100,000 50,070 3 Newsprint, partly combined with the manufacture of 
mechanical pulp from conifers 
Sulphuric acid . 2 36,000 40,000 3 Sulphuric acid (from sulphur) 
Caustic soda and chlorine . 35,300 100,000 3 Caustic soda (18,800 tons) and chlorine (16,500 tons) 
from salt by electrolysis 
Sodium carbonate 200,000 65,000 3 Sodium carbonate (Solvey process) 
Ammonia . c 66,000 135,000 3 
Polyvinyl chloride A 12,000 22,000 3 From calcium carbide and chlorine 
Welded steel tubes (two pro- 
duction lines) 19,210 53,800 1 Steel tubes, welded, 4’-2” in diameter 
Cement . 400,000 48,100 3 Integrated plants (damp process) 
Steel 1,000,000 46,700 3 Integrated plants 
Source: ECLA. and tools per worker amounted to about 86,000 dollars. 


Note: Ratios of capital-intensity per worker may also be 
found in Profiles of Manufacturing Establishments (United 
Nations publication, Sales No.: E.68.11.B.13). It shows, for 
example, that in a French ammonium nitrate plant with an 
annual production capacity of 46,000 tons (nitrogen content), 
the capital invested in machinery, equipment, instruments 


modest proportion of the annual increase in the 
active population. 


Moreover, in many cases new and up-to-date 
units are added, not to satisfy greater demand 
but merely to replace previously existing 
activities with lower productivity levels. This 
not only diminishes the capacity to increase 
employment but may even BE ha existing 
employment levels.** 


These considerations do not suggest that em- 
ployment needs are incompatible with the intro- 
duction of technical improvements aimed at 
attaining peak productivity levels in particular 
activities. On the contrary, such technical im- 


24Purely for illustrative purposes, take a figure equal 
to half the lowest figure in table 25 (for example, 10,000 
dollars per worker). The annual increase in the active 
population—some 2.35 million persons—requires the 
investment of about 24,000 million dollars at those 
productivity levels. This would be equal to 20 per cent of 
Latin America’s present total product, and two and a 
half times the present volume of investment. 

2° An investigation carried out in Cuba some time ago 
revealed that certain units belonging to the modern 
dynamic industries—including petroleum refining, copper 
rolling, and the manufacture of tires, glass, fertilizers and 
cigarettes—during the period 1952-58 stepped up their 
product by about 8 per cent annually (that of the non- 
sugar industries rose by 5 per cent over the same period), 
while employment remained at the same level as at the 
beginning of the period. It is illuminating to examine the 
different measures adopted to solve the social problems 
involved, which in some cases—for example, in cigarette 
manufacture—entailed continuing to pay a proportional 
wage to the surplus unskilled labour force that was 
completely excluded from production activities. 
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Similarly, in a plant producing wire and wire products with 
an annual production capacity of 50,000 tons, the capital 
invested was close to 30,000 dollars per worker employed in 
the production process itself, and 21,000 dollars per worker 
if ie le Maintenance and transport personnel were 
inclu 


provements might even be a prerequisite for 
achieving over-all growth rates which would 
reinforce the economic systems’ capacity to 
absorb more manpower. They do suggest, how- 
ever, that the role of the modern strata might 
have to be redefined and their development 
supplemented by more active policies governing 
employment and productivity improvements 
in other sectors of the economy. 


Naturally, the above relationships with respect 
to the heterogeneous distribution of the Latin 
American economies in strata with widely 
differing productivity levels are the result of, and 
in turn directly affect, other basic aspects of 
economic and social development. For example, 
the modern strata tend to receive a larger share 
of income in comparison with the intermediate 
and primitive strata. 


Concentration of incomein the modern stratum, 
at the levels described above, leads to the 
concentration of effective demand in this stratum 
—that is, a substantial part of the market—and 
means that this demand is mainly for consumer 
goods, as a result of unequal income distribution 
and the influence of consumption patterns in the 
industrialized countries. These pressures deter- 
mine a structure of production in the modern 
sector which is mainly characterized by the 
production of consumer goods, particularly 
consumer durables of a luxury type. Even the 
relatively small-scale production of capital 
goods is designed to reinforce the production 
machinery that is geared to consumption, to the 


detriment of a possible expansion of the capital 
goods sector which might boost the development 
of the rest of the economy and ensure its ultimate 
capacity for self-sustained development. This 
last consideration is all the more important 
because of the region’s difficult external pay- 
ments position, which limits imports of capital 
goods and makes their supply from abroad 
highly unreliable. 

Inasmuch as the modern stratum does not 
sufficiently influence the rest of the economy 
by acting as a dynamic nucleus of development, a 
large proportion of the increase in the labour 
force must somehow be absorbed by the non- 
modern strata; in practice, this has led to the 
formation of a “reserve army” of manpower, 
which directly or indirectly accentuates the 
disparities in income distribution. 


In short, part of the economy—the modern 
stratum—contributes most to the growth of the 
product, mainly through a relatively accelerated 
increase in productivity, while absorbing little 
manpower. On the other hand, the non-modern 
strata are growing slowly and must somehow 
absorb the high proportion of the increase in the 
economically active population which is de- 
prived of access to the modern strata; con- 
sequently, they show little improvement in pro- 
ductivity. The sluggish over-all rate of growth, 
the effects of the relatively high concentration 
of income on the composition of demand, and 
the dependence on external technologies are 
other factors influencing this pattern of growth. 


Although all these factors must be considered 
in the broader context of general development 
problems, they none the less form part of a 
structural pattern of the basic causes underlying 
unemployment and under-employment prob- 
lems. 


(ii) Institutional factors. The structural limit- 
ations referred to above are usually accentuated 
by other factors which are institutional in 
character. This is the case, for example, with the 
level of skill of the labour force and the needs 
arising from the assimilation of technological 
progress. The fact that the labour force is not 
homogeneous is well known: most countries of 
the region have large surpluses of unskilled 
labour side by side with a relative dearth of 
skilled labour. Besides indicating the need for 
vocational training, this usually has a limiting 
effect on over-all labour absorption capacity. 
For example, the fact that not enough skilled 
labour is available often means that moderniza- 
tion is pushed forward too fast, limiting both 
skilled and unskilled employment, a situation 
which is not at all uncommon in industry. 


Other factors of particular importance come 


into play in agriculture, which is exceptional in 
that increased modernization can help to expand 


rather than restrict employment opportunities. — 


As land is used more intensively, modern fertiliza- " 


tion techniques are applied, more rational use is” 
made of irrigation, and the composition of 
agricultural production changes, productivity 
and employment per unit of area increase pro- 
portionally. This can be a factor of great impor- 
tance in view of the very high proportion of the 
economically active population still employed 
in agriculture and the influence of rural-urban 
migration on the problems of urban unemploy- 
ment and under-employment. However, its 
potential is still largely unrealized because of 
well-known institutional obstacles, which include 
the characteristics of land tenure and, although 


to a lesser extent, the scarcity of skilled workers in — 


the rural labour force. 


The actual way in which technological im-— 


provements are introduced has a great deal to do 
with the contradictions that often exist between 
employment and productivity targets. In general, 
the improvements are assimilated passively— 
the technologies used in industrialized economies 
are merely copied, access to the technical know- 
how depends on the availability of funds for 


investment in it, and there is a risk that it may be | 


capital intensive and absorb little of the labour 


force. The proportion of technical progress — 


achieved through regional technical and scientific 
research, which would help to ensure that the 
technologies used were more in line with the 
resources available to the Latin American 
economies, is much smaller. 


2 


Anotherset of institutional factors relates to the — 


criteria used in selecting production techniques, 
particularly by private enterprises, which are 
derived from the relative prices of capital and 
labour. Since capital is scarce and labour 
relatively abundant the relationship of the social 
costs of these two factors is completely changed 
if they are expressed in market prices. Several 
methods of stimulating investment actually tend 
to lower the relative price of capital goods, while 
the effect of social policy measures is often to 
raise the relative price of labour. With regard to 
social policy, the volume of social security and 
the methods of financing it is of special impor- 
tance; if it is fixed as a proportion of the total 
wage bill, then it becomes in effect a tax on the 
use of labour and thus encourages the use of 
more labour-saving technologies. This is an- 
other topic that has not been thoroughly looked 
into with a view to developing new methods, 
although attention has been drawn more than 
once to the probable effect of financing social 
security through direct taxation. 
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Very often, the choice between technologies 
with different implications for employment is 
made on the basis of extra-economic criteria, 
as, for example, when preference goes, for 
politico-social reasons, to production tech- 
niques that limit the number of persons employed 
in a particular enterprise; this hampers the 
formation or growth of trade unions.** At other 
times, profits are reinvested in the same enter- 
prise instead of being used to open up other 
lines of production; this leads to unnecessary or 
premature replacement of machinery with more 
mechanized equipment which affects, directly or 
indirectly, the possibility of increasing employ- 
ment opportunities. 

_ As long as situations such as these continue, 
and markedly weaken the ability of economies to 
provide employment for the growing economi- 
cally active population, it is quite natural for 
some labour circles to exert pressure and to 
secure agreements which increase their oppor- 
tunities of employment or safeguard the positions 
they have attained. Hence the proliferation of 
posts created by statute in the public sector; the 
increase in the number of staff carrying out the 
same work, which results in under-employment; 


26See The process of industrial development in Latin 
America (United Nations publication, Sales No.: 66.II. 
G.4) for a more thorough analysis of factors of this kind. 


the employment of staff without definite func- 
tions who are not organically linked to the whole; 
the reduction of working hours in certain 
activities; the creation of quasi-institutions to 
give marginal or semi-marginal employment; 
and the compulsory retention of staff hired under 
legal statute. The institutional repercussions of 
these pressures—as far as public administration 
and services are concerned—usually take the 
form of the creation of artificial jobs. In private 
enterprises, the most common forms are the 
compulsory retention of workers who have been 
hired; increasing the number of posts corres- 
ponding to particular functions; and resistance 
to modernization, either organizational or tech- 
nological or both. In view of the current un- 
employment and the fact that it is likely to exist 
for some time, the trend is to set up semi- 
institutional and other services simply because 
certain sectors of the labour force are unemployed. 
Lastly, there are those activities and services in 
which employment is a monopoly, as with port 
workers, stevedores and the like. 

This kind of pressure is only really effective, 
however, when it comes from those segments of 
the working population which are in the modern 
sector. It is less so when it comes from segments 
which are not in the modern sector, i.e., from 
precisely those in which unemployment and 
under-employment are most apparent. 


Appendix 


CRITERIA FOR THE CONVERSION INTO DOLLARS OF INCOME FIGURES EXPRESSED 
IN TERMS OF LATIN AMERICAN CURRENCY UNITS 


At some point in the preparation of the Commission’s 
various studies, in particular the annual Economic Survey, 
estimates of the most important macro-economic 
aggregates are usually required in terms of a common 
monetary unit (as a rule the United States dollar). This 
is necessary for three main purposes: 

(a) To permit comparison of the Latin American 
countries’ most significant economic aggregates, in 
absolute terms, with one another and, when appropriate, 
with others outside the area; 

(b) To make estimates for the region as a whole or for 
sub-groups of countries, as a prerequisite for regional 
or sub-regional analyses; 

(c) To integrate the external and internal sectors of 
the economy, especially at the regional level. 

Prior to the preparation of the Economic Survey of 
Latin America, 1967, adjusted foreign exchange rates 
were used as conversion factors in order to estimate the 
gross product and similar aggregates for the region as a 
whole in dollars at constant 1960 prices. These rates 
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were for the most part calculated by adjusting those 
prevailing in a year considered relatively “normal”, 
on the basis of appropriate price indexes.? 

Although the “parity” exchange rates obtamed by 
this procedure were somewhat arbitrary and open to a 
great deal of criticism. for many countries they were 
more satisfactory as conversion factors than the official 
exchange rates used in foreign trade. Accordingly, while 
recognizing their limitations, ECLA continued to apply 
them, especially for the purpose of computing aggregates 
at the regional level. 

Later secretariat studies have now made it possible to 
establish conversion factors which are better suited to 
measure the purchasing power of the various Latin 
American currencies and provide a valid means of 


2For a more detailed description of the procedure adopted 
by ECLA, see Economic Survey of Latin America, 1951-52 
(United Nations publication, Sales No.: 52-I1.G.3), and 
Economic Bulletin for Latin America, vol. I, No.2 (September 
1956), pp. 34-35. 


expressing national accounts data in a common monetary 
denominator. 


The first stage of the necessary research was completed 
in 1962 and its findings are set forth in a secretariat 
document? and also in an-article published in the 
Economic Bulletin for Latin America.< As described in 
detail in those studies, a common market-basket of 
goods considered to be representative of the structure 
of expenditure in Latin American countries was selected 
and priced in each capital city of the countries concerned 
during the period 1960-62. A quantitative weighting 
system was also established, based on per capita expendi- 
ture for each item in 1960 in the nineteen countries 
studied, results being averaged for Latin America in 
order to evaluate the relative importance regionally of 
each item in the base year. 


A similar procedure was adopted to obtain a per capita 
weighting system indicative of the pattern of expenditure 
in the United States. 


Depending on which of these expenditure patterns 
was applied to prices, alternative conversion factors were 
obtained for relating the dollar to each Latin American 
currency. The geometric or arithmetic crossing of these 
results provided further estimates of purchasing power 
based on an approximate average (in quantitative terms) 
of the expenditure patterns in Latin America and the 
United States. 


Enough new data related to the difficult problem of 
measuring Latin American income in terms of dollars 
were thus obtained for a start to be made on their 
practical application in the present Economic Survey. 


The following are a few of the considerations which 
were taken into account when the background data 
were examined in order to select the most appropriate 
conversion factor or factors in relation to national 
accounts series. 


1. In the first place, it was considered essential that 
the exchange rates should be those which best ensured 
the comparability of income levels between the Latin 
American countries themselves, or between the region 
as a whole and other countries or areas. This principle 
carried fundamental weight in the final decision, which 
was also influenced by practical circumstances, such as 
the availability of data, and the practical possibilities of 
undertaking short-term supplementary research which 
would provide a complete set of purchasing power 
equivalents with alternative groupings of goods and 
services. 


2. The above-mentioned study on the measurement of 
real income in Latin America put forward various 
formulae for measuring the dollar equivalent of the 
purchasing power of each Latin American currency, 
depending on the weighting system adopted. The most 
interesting of these involved: 


(a) Weightings based on an average per capita expendi- 
ture pattern in Latin America 1960 (formula (3) in the 
mathematical appendix); 


bECLA, “Measurement of price levels and the purchasing 
ad of currencies in Latin America, 1960-62” (E/CN.12/ 

c“The measurement of Latin American real income in 
United States dollars’, Economic Bulletin for Latin America, 
vol. XII, No. 2 (October 1967), pp. 107-142. 
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(b) Weightings based on a per capita expenditure 
pattern in the United States in 1960 (formula (4) in the 
mathematical appendix); a 


(c) A~ geometric ‘crossing of the foregoing results, 
giving an approximate average expenditure pattern for 
both areas (formula (5) in the mathematical appendix); 


(d) An additional variant in which price relatives are 
weighted according to the per capita expenditure structure 
in each country (formula (6) in the mathematical ap- 
pendix). 

3. The first of these formulae ((3) in the mathematical 
appendix), has the drawback of combining a Latin 
American average for physical quantities of each of the 
goods and services comprised in the market-basket with 
United States prices. The objection can be raised that 
these prices, taken from a country with a high level of 
per capita income, result in a relative price structure 
that may differ widely from the average structure in 
Latin America. This assumes that a common currency 
for expressing Latin American prices on a uniform basis 
already exists. However, as this is not a priori the case, 
the formula in question could be accepted as a reasonable 
approximation. 


4. Formula (6) ((4) in the mathematical appendix), 
was also thought to be an unsatisfactory solution of 
the weighting problem, as it transfers to Latin America 
the average per capita expenditure of the United States, 
reflecting consumer preference and valuations condi-: 
tioned by different tastes and by an income level far 
higher than the Latin American average. 


5. The third formula ((5) in the mathematical appendix), 
although also open to criticism, seemed the most satis- 
factory, as its results, being in the form of an average, 
are based on a weighting structure which deviates the 
least from each of the individual expenditure patterns 
for the different countries included in the comparison. 
Furthermore, it has the practical advantage of resembling 
formulae used in similar income comparisons for other 
areas, thus making the results more easily comparable 
with estimates already available for other parts of the 
world. 


6. The fourth variant ((6) in the mathematical appendix), 
was considered an interesting possibility for binary 
comparisons, averaging individual country expenditure 
patterns with that of the United States. Clearly, however, 
it does not meet the requisite of maximum inter-regional 
and intra-regional comparability which was established 
earlier as a basic criterion for selecting a formula suitable 
for measuring the purchasing power of Latin American 
currencies in terms of dollars, and for calculating the 
income of the Latin American countries and of the 
region as a whole in this same currency. 


7. There is yet another problem. Although a single 
market-basket of goods and services has been referred 
to here, in actual fact estimates of purchasing power 
equivalents were calculated by applying the formulae 
described to groups of goods representative of private 
consumption, government consumption, fixed investment 
and inventory changes (the official exchange rate being 
taken as representative in the case of the balance-of-trade 
position). One way of estimating the real income of a 
Latin American country in terms of dollars would be 
to apply the corresponding purchasing power equivalents 


0 each of the above-mentioned sectors of the gross 
jomestic product, measured at market prices and 
expressed initially in the currency of each country. 
The sum of these components would then give a total 
for the gross domestic product in dollars. This result 
3 would differ in absolute figures from the estimate obtain- 
able when a single exchange rate, based on purchasing 
power Parities but calculated with a single market-basket 
comprising both consumer and investment goods, is 
applied to the total gross domestic product expressed in 
mational currency. In a similar way, differences would 
also exist between this exchange rate and the rate obtained 
by implication when the country’s gross domestic 
product, expressed in national currency, is related to 
the dollar total obtained by adding up the various 
_ components of expenditure. 


5 8. To reach a decision on this point, both conceptual 

factors and practical considerations relating to the use 

_ of the formulae in ECLA studies were taken into account, 

‘and the decision was made to adopt a single exchange 

Tate for the base year, calculated on the basis of a single 

market-basket of goods and services. The reasons for 
| this decision were as follows: 


(a) By this means, maximum intra-regional compara- 
bility is ensured. The application of different purchasing 
power equivalents for each component of expenditure in 
each country would on the other hand have implied 
weighting each country’s expenditure in accordance with 
\\the size of its major aggregates (in national currency 
_ terms). This would in turn distort comparability between 
countries or groups of countries within the region. 


(b) There are no purchasing power equivalents which 
can be applied to a breakdown of the gross domestic 
product by sectors of activity. Consequently, any sectoral 
analysis for the Latin American countries would have 
| to use, for the time being, a single exchange rate, and 
this would give rise to a number of inconsistencies 
, between analyses of national income by type of expendi- 
| ture and by sector of origin. 


: 


(c) The present application of the new exchange rates 
is regarded as an initial phase. Additional modifications 
may be made in the future, once further research is 
carried out to provide a means of meeting the needs 
alluded to in sub-paragraph (5). 


(d) If purchasing power equivalents based on component 
sectors are used to determine an implicit exchange rate, 
practical difficulties arise since the resultant rate fluctuates 
from one year to another, according to the differing 
composition of the gross domestic product. This happens 
even if data are expressed in constant prices for each 
country. The country’s growth rate then differs, depending 
on whether it is measured in constant prices for a base 
year in national currency units, or at constant prices 
converted into dollars by the aggregative method 
described. 


(e) It is recognized, on the other hand, that analyses 
of expenditure components, such as fixed investment, 
can justifiably be made on the basis of the purchasing 
power equivalents calculated specifically for those 
components. 


9. It should however be noted that there is one small 
exception to the general method of applying a purchasing 
power exchange rate based on a single market-basket 
representing the total gross domestic product, and 
therefore applicable to all its components (whether by 
type of expenditure or by sector of origin). As already 
pointed out, the balance-of-trade position is converted 
into dollars by applying the official exchange rate 
prevailing in the base year. The reason for this empirical 
decision is to avoid creating discrepancies in relation to 
existing balance-of-payments estimates in dollars, for 
which the official exchange rates are used. Moreover, 
the trade exchange rates are considered satisfactory 
for the objectives in mind since they reflect the actual 
impact of this sector within a country’s economy. 


The procedure described will give rise to a minor 
statistical discrepancy which will be implicitly in- 
corporated in the item “Private consumption’. 


MATHEMATICAL APPENDIX 


The formulae for the aggregative-type and fixed- 
weighting price relatives are as follows: 


n 
A x Pix Qis 
L.P,, = = (1) 
x Piy Oia 
i=1 
n 
5. ek ik Oin 
! P.P,, = ———— (2) 
EP; lu Qin 


in which: 
k is any Latin American country, and 
u is the United States; 
Pix, Piu are the prices of item i in countries k and u; 
Qio and Qi, are average per capita quantities pur- 
chased of one and the same item in Latin America 
and the United States, respectively; 


L.P,, is a price index for country k relative to country u 
with quantitative weightings based on the Latin 
American consumer market-basket; 

P.P,, is a similar index with weightings based on 
United States expenditure patterns. 


As purchasing power is in inverse ratio to the level of 
prices, it will suffice to invert the preceding formulae to 
measure the purchasing power of any Latin American 
country & in relation to the United States. Formula (3) 
uses the average Latin American weightings and formula 
(4) those of the United States. 
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> Pia Qis 
LR, = = (3) 
Px Qis 
i= 
n 
> Piw Qin 
PR, = = (4) 
= Pix Qin 
i=1 


LR, being the purchasing power of any Latin American 
country & in relation to that of the United 
States, usingaverage Latin American weightings; 
PR,, being the purchasing power of any Latin American 
country & in relation to that of the United 
States, using average United States weightings. 


The combination of the two formulae by geometric 
crossing (GR,,) will give the practical solution adopted 
in the present study, as follows: 


(5) 


If weightings differentiated by countries were applied, 
the following formula DR,, would be obtained: 


p2Y A gn ke ) 


This result could also be crossed with United Sta 
expenditure patterns. The formula obtained would b 
similar to (5), but-with average per capita quantities fi 
each country and for the United States, in every case. 


Purchasing power equivalents of Latin American 
currencies in relation to the dollar, 1960* 


56.03 


Argentina . 
Bolivia 
Brazil 
Chile 
Colombia . 
Costa Rica 


Dominican Republ ic : 


Ecuador . 
El Salvador 
Guatemala. 
Haiti. 
Honduras . 
Mexico 
Nicaragua . 
Panama 
Paraguay . 
Peru's 
Uruguay 
Venezuela . 


Source: ECLA. 
* Measurements effected in June 1960. Estimates of Latin 


7.80 


105,50 
0.985 


American and United States market-baskets 
application of the geometric-mean formula. 


used. 
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pesos 
pesos 
cruzeiros 
escudos 
pesos 
colones 
pesos 
sucres 
colones 
quetzales — 
gourdes 
lempiras 
pesos 
cérdobas 
balboas 
guaranfes | 
soles 
pesos 
bolivares 


prepared by) 


> In view of the basic data available for Brazil, it seemed 
more appropriate to adhere to the exchange rate previously 


Chapter II 


THE REGIONAL DISTRIBUTION OF ECONOMIC ACTIVITIES 


1. BACKGROUND INFORMATION 


The patterns of economic growth reviewed in 
chapter I—characterized by the heavy concen- 
tration of advanced technology, with a pro- 
nounced effect on the structure of production 
capacity, income distribution and labour absorp- 
tion capacity—are also clearly revealed in the 
regional distribution of economic activities. 


The high degree of geographical concentration 
and the marked disparities between areas in a 
single country are also part and parcel of this 
pattern, and are distinguishing features of the 
economic structure of the region towards the end 
of the present decade. The past history of the 
problem suggests that circular relationships exist 
in which these regional features both spring 
from and tend to accentuate specific aspects of 
the development process. 


The present regional division of Latin America 
largely emerged in the colonial era. The first 
Spanish settlements were established close to 
the natural resources which most interested the 
colonists and to the means of communication 
with the metropolis. Subsequent events did little 
to change this division into regions. This is shown 
by the fact that, towards the end of the sixteenth 
century, sixteen of the twenty Latin American 
cities which are most densely populated today 
had already been founded. Although subregional 
centres were established later, most of the prin- 
cipal cities continued to be those founded in the 
colonial era, and they gradually accumulated all 
kinds of administrative, trade (including port), 
cultural, religious and military activities. In 
addition, the metropolitan areas gained more 
and more influence over the whole economic, 
political and cultural life of each country. 


During the stage of ‘“outward-directed 
growth”, the major development nodes were 
located in the vicinity of exportable resources. It 
was these resources, not the national resources as 
a whole, which determined the layout of the 


1See Jorge Enrique Hardoy, El rol de la ciudad en la 
modernizacién de América Latina, Cuadernos del Centro de 
Estudios Urbanos y Regionales, No. 6 (Buenos Aires, 
1966). 
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transport network, whose essential function was 
to facilitate the rapid and cheap transportation 
of agricultural or mining products to the export 
centre. Thus each development node was more 
closely linked with other countries than with the 
rest of the national territory, and it had even 
fewer ties with other development nodes in the 
region. This process resulted in export-oriented 
regional economies which have good communi- 
cations with the metropolis and the exporting 
port—often one and the same—but are virtually 
isolated from one another. Other characteristics 
are the development enclaves in unoccupied or 
sluggish economic areas, and the disconnected 
economies in which a growth impetus at one 
point seldom spreads to the whole area.? 


Subsequent industrial development in the “‘in- 
ward-directed stage” did little to change this 


2This process is described, for example, in the Plan 
de Desarrollo Econémico y Social del Pert, 1967-1970, in 
which it is stated that the marked disparities in the use 
of Peru’s economic space are closely bound up with the 
way in which the country’s economy has evolved, and 
are one of the most significant indicators of its under- 
development. Up to a few years ago, Peru had in general 
maintained a production structure typical of the primary 
export economies: on the one hand, an export sector 
devoted to the exploitation of agricultural and mining 
resources, with efficient techniques, high productivity and 
asmall volume of employment; on the other, a subsistence 
agriculture based on the system of Jatifundia and feudal 
production relationships, which provided a livelihood 
for the bulk of the population. In these circumstances, 
the hinterland, where these two production activities 
had to be carried on, could neither obtain any of the 
benefits deriving from export activities nor generate 
substantial savings in that part of the economy which was 
not associated with international trade. It was therefore 
impossible to initiate a self-sustaining process of capital 
formation, and stagnation was the general rule in the 
provinces. In contrast, Lima went from strength to 
strength, and appropriated most of the profits accruing 
from production which were not remitted abroad, through 
the commercial, administrative and financial services it 
provided. This naturally led to the emergence of a 
dynamic centre based on export activities and with 
imports as its main source of supply. In other words, it 
became a point in geographical space which was economic- 
ally separate from the rest of the country except as a port 
for exporting primary products and a centre for export 
formalities, with little or no power to radiate its own 
progress to other areas (National Planning Institute, 
vol. I, tp. 280-281). 


geographical pattern. In the first place, import 
substitution was directed mainly towards the 
existing market for manufactured consumer 
goods, in order to take advantage of the in- 
creasing demand from the cities, which was un- 
satisfied because of the inelasticity of the capacity 
to import. Accordingly, the aim was to establish 
the import substitution industries close to the 
consumer centres. The concentration of industry 
at these points continued to attract new capital 
and population. It was only when the possibilities 
of import substitution were nearing exhaustion 
that other locations were chosen, closer to certain 
natural resources; but even then, administration 
and often the final stages of processing remained 
in the traditional centres. 


To some extent, industry proper took the 
place of an artisan-type industry which had a 
wider regional distribution. This explains the loss 
in relative importance suffered by many secon- 
dary urbancentres over anextensive geographical 
area. First, the traditional artisan-type products, 
such as textiles, were replaced by similar imported 
manufactures at lower prices, and once these 
artisan-type activities had disappeared or been 
relegated to the local handicrafts level, imported 
products were superseded by domestic products 
from the modern areas. 


Similarly, as local industry was strongly pro- 
tected and there was no great incentive to im- 
prove efficiency and productivity, extra-economic 
factors, such as the convenience of living in a 
major urban centre, had a great influence on 
decisions regarding location. 


Once a set pattern is established for the 
regional distribution of economic activities, it 
seems to be consolidated by a wide range of 
factors, whether or not the original factors under- 
lying it still exist. Proximity to the consumer 
market, manpower reserves, the urban infra- 
structure, better supply, the financial markets 
and the sub-contracting markets tend to have 
more influence than the advantages that the more 
backward areas may offer or the incentives that 
might be provided to boost their development. 


2. CHARACTERISTICS OF 
GEOGRAPHICAL CONCENTRATION 


The background sketched in above helps to 
explain the present high indexes of geographical 
concentration and the natural tendency for the 
existing characteristics of the process to become 
more marked. For a better understanding of the 
situation as it is now, its results must be con- 
sidered from two main angles: population distri- 
bution, and the location of production activities 
and regional income distribution. 
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(a) Regional distribution of the population 
Maps 1 and 2 show the distribution of popu- — 
lation in Latin America at the beginning of the — 
nineteen-sixties. The population was concen- 
trated in the major cities, and population density 
in the rural areas varied considerably. 


Rapid urbanization is frequently cited as one 
of the main features of Latin American develop- 
ment, particularly because it bears no relation to 
the population shifts from the country to the 
towns which would be explained by the rate of 
industrialization and the opening up of new 
productive employment possibilities in the cities. - 
Although the indexes vary widely from one 
country to another, it is estimated that by the end 
of the present decade the proportion of urban 
population—defined as the population living in ~ 
centres with 2,000 inhabitants or more—will — 
represent not less than 54 per cent of the total 
population of Latin America (see table 26). ji 


By 1960 one third of the population of Latin” 
America was already living in cities of more than 
20,000 inhabitants, and nearly a quarter in cities 
with more than 100,000 inhabitants. Ten cities 
with more than 1 million inhabitants therefore 
accounted for about 13 per cent of the total popu- 
lation; in fifteen of the twenty-one countries of 
the region, half or more of the urban population — 
was living in a single city. Other countries also 
showed very high indexes of concentration: 47 
per cent in the capital of Chile; 70 and 40 per 
cent in the two largest cities of Ecuador and 
Brazil, respectively, and 40 per cent in the metro- 
politan area of Mexico City (see table 27). ‘ 


Conversely, extremely low density indexes are 
recorded in some rural areas. In more than 40 per 
cent of Latin America the index is less than one 
inhabitant per square kilometre, and in nearly 
two thirds, it is less than five. In more than half 
of Bolivia, Brazil, Chile, Ecuador and Paraguay, 
it is less than one inhabitant per square kilo- 
metre; however the rural population density is 
high in Cuba, the Dominican Republic, El 
Salvador, Guatemala and Haiti, or in some parts © 
of those countries (see table 28). 

Bolivia is a striking example of sharp dis- 
parities in the density of its rural population. ~ 
Large areas are practically uninhabited, while 
there is a high concentration of rural population 
in relatively small areas. More than half the 
entire rural population lives in the valleys, 
occupying an area of 24,000 square kilometres; of 
these, nearly 900,000 live on the flat land at the 
bottom of the valleys, with a density of nearly 38 
inhabitants per square kilometre. This leads to 
serious erosion problems—caused by over- 
grazing and cutting down the vegetation for fuel 
—so that it has become necessary to cultivate 
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Table 26. Latin America: projected urban and rural population, by country, 1950-80 


Country 


1950 


1955 


1960 


1965 


1970 


1975 


1980 


entina 


via . 


zil 


ombia 


ta Rica 


ninican Republic 


ador 


alvador 


temala 


\duras 


iCO . 


Urban 11,124 
Rural 5,946 
Total 17,070 
% Urban 65.2 
Urban 778 
Rural 2235 
Total 3,013 
% Urban 25.9 
Urban 16,083 
Rural 36,095 
Total 52,178 
% Urban 30.8 
Urban 3,430 
Rural 2,714 
Total 6,144 
% Urban 55.8 
Urban 4,135 
Rural 7,661 
Total 11,796 
% Urban 35.1 
Urban 247 
Rural 602 
Total 849 
% Urban 29.1 
Urban 2,700 
Rural 2,820 
Total 5,520 
% Urban 48.9 
Urban 482 
Rural 1,761 
Total 2,243 
% Urban 21.5 
Urban 924 
Rural 2,458 
Total 3,382 
% Urban 27.3 
Urban 530 
Rural 1,391 
Total 1,921 
Urban 27.6 
Urban 732 
Rural 2,308 
Total 3,040 
% Urban 24.1 
Urban 340 
Rural 3,040 
Total 3,380 
% Urban 10.0 
Urban 241 
Rural 1,147 
Total 1,388 
% Urban = 17.4 
Urban = 12,131 
Rural 14,204 
Total 26,335 
% Urban 46.1 


13,095 

5,798 

18,893 
69.3 


915 
2,407 
3,322 

Dies 


21,596 

38,900 

60,496 
35.7 


4,087 

2,767 

6,854 
59.6 


15,338 

15,346 

30,684 
50.0 
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15,015 

5,654 

20,669 
72.6 


1,104 

Pps Pe 

3,696 
29.9 


28,217 

41,924 

70,141 
40.2 


19,467 

16,579 

36,046 
54.0 


16,839 

S513 

22,352 
TBE 


1,345 

2791 

4,136 
32.5 


35,867 

45,183 

81,050 
44,3 


5,910 

2,876 

8,786 
67.3 


9,257 

8,796 

18,053 
51.3 


483 
1,008 
1,491 

32.4 


4,432 

3,121 

7,553 
58.7 


1,203 

2,386 

3,589 
33.5 


2192; 

2,960 

S152 
42.5 


1,001 

1,916 

2,917 
34.3 


1,305 

3,281 

4,586 
28.5 


683 
3,962 
4,645 

14.7 


525 

1,661 

2,186 
24.0 


24,777 

17,912 

42,689 
58.0 


18,674 

5,376 

24,050 
71.6 


1,652 

3,006 

4,658 
35-0 


44,598 

48,694. 

93,292 
47.8 


7,037 

2,932 

9,969 
70.6 


11,665 

9,210 

20,875 
sph) 


612 
1,197 
1,809 

33.8 


SHI 

3,228 

8,341 
61.3 


1,637 

2,640 

4,277 
38.3 


2,944 

3,149 

6,093 
48.3 


1,309 

2,132 

3,44] 
38.0 


1,587 

3,689 

5,276 
30.1 


927 
4,328 
5,255 

17.6 


724 
1,879 
2,603 

27.8 


31,319 

19,351 

50,670 
61.8 


20,553 
5,243 
25,796 
79.7 
2,040 
3,237 
5,277 
38.7 


54,704 

52,479 

107,183 
51.0 


8,359 
2,990 
11,349 
q3:7 


14,601 

9,644. 

24,245 
60.2 


789 
1,422 
2,211 

35.7 
5,844 
3,339 
9,183 

63.6 


2,203 

2,921 

5,124 
43.0 


3,836 

3,350 

7,186 
53.4 


1,724 

Page 4 

4,096 
42.1 


1,981 

4,148 

6,129 
32:3 


1,274 

4,727 

6,001 
21.2 


997 
2,126 
3,123 

31.9 


39,496 

20,906 

60,402 
65.4 


22,468 

5,112 

27,580 
81.5 


2,504 

3,471 

5,975 
41.9 


66,434 

56,558 

122,992 
54.0 


9,864 
3,048 
12,912 
76.4 


18,191 

10,098 

28,289 
64.3 


1,040 

1,688 

2,728 
38.1 


6,621 

3,454 

10,075 
65.7 


2,942 

3,232 

6,174 
47.7 


4,909 

3,564 

8,473 
See) 


2,271 

2,639 

4,910 
46.3 


2,527 

4,664 

7,191 
Spy 


1,751 

5,168 

6,919 
25.3 


1,366 

2,405 

3,771 
36.2 


49,805 

22,587 

72,392 
68.8 


Table 26. Latin America: projected urban and rural population, by country, 1950-80 (continued) 


1980 


Country 1950 1955 1960 1965. 1970 1975 
Nicaragua Urban 318 405 511 637 797 1,015 1,318 
Rural 815 903 1,000 1,108 1,227 1,359 1,506 
Total 1,133 1,308 1,511 1,745 2,024 2,374 2,824 
% Urban 28.1 31.0 33.8 36.5 39.4 42.7 46.7 
Panama. Urban 271 343 433 555 710 906 1,154 
Rural 494 539 588 642 700 764 833 
Total 765 882 1,021 1,197 1,410 1,670 1,987 
% Urban 35.4 38.9 42.4 46.4 50.4 54.3 58.1 
Paraguay Urban 376 438 524 648 822 1,063 1,385. 
Rural 967 1,089 1,227 1,382 1,557 1,754 1,976 
Total 1,343 IESE TE TEM 2,030 2,379 2,817 3,361 
% Urban 28.0 28.7 29.9 31.9 34.6 37e7 41. 
Peru F Urban 2,490 2,986 3,877 ae H/ 6,687 8,561 10,786 
Rural 5,479 5,804 6,148 6,513 6,899 7,308 7,741 
Total 7,969 8,790 10,025 11,650 13,586 15,869 18,527 
% Urban 31.2 34.0 38.7 44.1 49.2 53.9 58. 
Uruguay "4 Urban 1,472 1,675 1,877 2,074 2,268 2,470 2,682 
Rural 721 688 659 641 618 594 573 
Total 2,193 2,363 2,536 2,715 2,886 3,064 33253 
Vo Urbane ; (674 70.9 74.0 76.4 78.6 80.6 82. 
Venezuela Urban =. 2,423 3,415 4,611 5,913 7,499 9,439 11,756 
Rural 2,551 2,634 2,720 2,809 2,900 2,995 3,092 
Total 4,974 6,049 7,331 8,722 10,399 12,434 14,848 
% Urban 48.7 56.5 62.9 67.8 72.1 75.9 79. 
TorAL (20 countries) Urban 61,227 77,382 97,275 120,783 148,581 181,855 221,774 
Rural 95,409 101,855 108,851 116,461 124,712 133,678 143,409 
Total 156,636 179,237 206,126 237,244 273,293 315,533 365,183 
% Urban 39.1 43.2 47.2 50.9 54.4 57.6 60. 


Source: ECLA estimates based on the national censuses of 
1950 and 1960. The projections adopt the hypothesis that the 
rural population (i.e., population living in centres of 2,000 
inhabitants or more) will increase at the same rate as in 


poor land on the slopes, thereby creating mini- 
fundia, as in the Cochabamba valley, where only 
0.37 hectares are cultivated per head of popula- 
tion, and even this small area is shrinking because 
of the population pressure. 


(b) Regional income distribution and location 
of production activities 


In addition to the characteristics described 
above, there is an even higher geographical 
concentration of economic activities, which is 
reflected in marked disparities in income levels 
between regions. 

This concentration is particularly marked in 
industry. A few years ago, it was estimated that 
the metropolitan area of Buenos Aires, Sdo Paulo 
and Mexico City accounted for over a third of 
the total value of Latin America’s industrial 
production, and that in several countries the two 
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1950-60. The figures for the urban population represent t 
difference between the estimates of rural population and t 
figures for total population. 


main industrial centres represented a very hig 
proportion of the nation’s industry: 66 per ce! 
for the metropolitan area and Rosario in Arge: 
tina; 80 per cent for the triangle formed by Sz 
Paulo, Guanabara and Belo Horizonte in Braz: 
66 per cent for the cities of Santiago and Vz 
paraiso in Chile; 45 per cent for Mexico Ci 
and Monterrey in Mexico; 56 per cent for tl 
Lima-Callao area in Peru; and 75 per cent f 
the city of Montevideo in Uruguay.* The pz 
mary industries, which must have a relative 
large scale of production and therefore tend to | 
fairly concentrated, are situated in these centre 

The location of services in the main urb: 
centres—public administration (even in cou 
tries with a federal organization), financial se 


3 The process of industrial development in Latin Amer 
(United Nations publication, Sales No.: 66.11.G. 
pp. 89-91. 


Table 27. Latin America: indexes of urbanization and urban concentration, by country, 


Country 


irgentina . 


olivia 
razil 


Solombia . 


Sosta Rica. 


cuba. 


Jominican Republic 


jcuador . 


31 Salvador 


Guatemala . 5 


Haiti . 


Honduras . 


Jamaica. 3 


Mexico 


Nicaragua . 


Panama 


Paraguay 


Peru . 


Census 
year 


1914 
1947 
1960 
1950 
1920 
1940 
1950 
1960 
1920 
1930 
1940 
1952 
1960 
1938 
1951 
1964 
1927 
1950 
1963 
1919 
1931 
1943 
1953 
1920 
1935 
1950 
1960 
1950 
1962 
1930 
1950 
1961 
1950 
1964 
1950 
1940 
1950 
1961 
1921 
1943 
1960 
1940 
1950 
1960 
1950 
1963 
1930 
1940 
1950 
1960 
1950 
1962 
1940 
1961 


according to censuses taken since 1920 


Percentage of total population 
living in centres with a 
specified number of inhabitants 


Percentage of urban 
population living in 
centres with a specified 
number of inhabitants 


20,000 
or more 
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Most densely Most densely 
ormore Populated or more Populated 

31.5 25.8 83.0 68.0 
40.0 29.7 81.2 60.3 
47.5 33.7 82.3 58.4 
10.6 10.6 34.1 54.1 
8.7 3.8 77.0 33:3 
10.7 3.7 69.8 24.0 
13.2 44 65.5 21.9 
18.8 4.5 66.8 16.2 
18.4 13.6 66.2 48.6 
20.7 16.2 63.9 50.0 
23.1 18.9 63.5 52.0 
28.5 Pp 66.5 53.2 
33.3 25:9 60.8 47.3 
15) 4.1 56.6 31.0 
15.4 6.2 66.8 26.9 
27.5 9.7 75.1 26.5 
“a 19.3 ce 100.0 
22.3 223 100.0 100.0 
24.0 24.0 100.0 100.0 
14.7 14.7 60.4 60.4 
18.5 16.0 67.0 57.8 
19.9 17.4 64.9 56.8 
22.9 18.3 64.7 51.4 
aH 3.5 es 100.0 
as 4.8 us 67.6 
8.5 8.5 76.5 76.5 
12.1 12.1 65.0 65.0 
14.6 8.1 82.3 45.4 
18.9 ie 70.2 41.4 
— 6.2 _ 69.0 
8.7 8.7 67.5 67.5 
10.2 10.2 57.6 57.6 
10.2 10.2 91.0 91.0 
13.4 13.4 86.2 86.2 
43 43 84.8 84.8 
— 4.2 —_ 69.1 
_ 5.3 —_ 76.6 
vee 7A 61.5 61.5 
us 10.3 = 100.0 
16.3 16.3 100.0 100.0 
23.4 23.4 94.0 94.0 
10.2 74 56.4 40.8 
15.1 8.7 62.8 36.0 
18.6 8.1 62.9 27.4 
10.3 10.3 67.7 67.7 
15.3 15.3 66.3 66.3 
— 15.8 —_— 71.2 
19.4 19.4 73.3 73.3 
22.1 22.1 114 71.4 
25.4 25.4 76.7 76.7 
15.6 15.6 100.0 100.0 
15.9 15.9 100.0 100.0 
8.4 8.4 59.1 59.1 
18.4 14.5 63.9 50.2 


Table 27. Latin America: indexes of urbanization and urban concentration, by country, 
according to censuses taken since 1920 (continued) 


Percentage of total population ~ 
living in centres with a 
specified number of inhabitants 


Census 


Percentage of urban { 

population living in . 
centres with a specified 
number of inhabitants 


Country year 
Most densely 100,000 Most densely 
pees peace Pp cs or more Pp pe ma 
Uruguay 1908 30.0 28.0 28.0 93.3 93.3 
1963 61.3 44.7 44,7 712.9 72.9 
Venezuela . 1936 17.0 11.1 7.8 65.1 45.9 
1941 18.7 12.4 9.2 66.2 49.2 
1950 25h 20.6 13.8 63.0 42.2 
1961 47.3 30.0 17.8 63.4 37.5 


Source: ECLA, on the basis of national census data. 


vices, foreign trade and domestic wholesale trade 
—also makes for the geographical concentration 
of economic activities. It may justifiably be said 
that these services are more concentrated than 
would seem to be required by the distribution of 
the population and economic activities. 


The pronounced disparities in rural population 
density suggest that regional concentration also 
occurs in the agricultural sector, where some 
areas are worked intensively and others are not 
cultivated at all. In this respect, the important 
factor is not only the proportion of new farm 
land brought under cultivation and the propor- 
tion still uncultivated, but also the type of land 


use. A large part of the agricultural product is 
generated in fairly small areas which have better 
irrigation and means of communication and 
where productionis organized along moreefficient 
lines. 


The electricity systems and transport facilities 
reflect and reinforce these patterns of the region- 
al distribution of economic activity. In almost all 
countries, more than 40 per cent of the installed 
capacity of the public electricity system supplies 
a few major cities: a few years ago in Argentina, 
47 per cent of the national total supplied Greater 
Buenos Aires; in Brazil, 57 per cent supplied Rio 
de Janeiro and Sao Paulo; and in Mexico, 44 per 


Table 28. Latin America: rural population density, as a percentage of the total rural population in each country 


Less than I 1 to 4.9 5 to 9.9 10 to 19.9 20 to 49.9 50 and over 

Country inhabitant inhabitants inhabitants inhabitants inhabitants inhabitants Total 
per km? per km* per km*® per km? per km?* per km*® 

Argentina 30.1 43.3 25.8 —_ 0.8 — 100 
Bolivia . 59.0 8.3 32.7 — — — 100 
Brazil 54.8 12.4 10.5 15.9 6.4 — 100 
Chile 55.4 13.8 8.9 17 47 a 100 
Colombia 34.1 23.9 1.8 22:3 16.5 1.4 100 
Ecuador 50.5 - 5.6 6.1 37.8 — 100 
Paraguay 60.8 20.9 13.6 pe 4.0 0.7 100 
Peru 43.3 14.7 21.5 16.0 4.5 — 100 
Uruguay —_ 77.0 11.2 8.9 2.6 0.3 100 
Venezuela j F 49.8 25.1 10.1 7.8 6.5 0.1 100 
SUB-TOTAL 48.1 19.5 14.5 11.8 6.0 0.1 100 
Costa Rica _ — 18.9 44.2 34.4 idl 100 
Cuba . . : — —_ _ 23.0 77.0 -= 100 
Dominican Republic — -- 2.1 3.8 50.5 43.6 100 
El Salvador — — a — — 100.0 100 
Guatemala 32.9 — — 8.3 315 27.3 100 
Haiti — — — — — 100.0 100 
Honduras 14.8 29.7 — 29.0 25.1 1.4 100 
Mexico . 3.7 38.2 13.4 30.8 12.3 1.6 100 
Nicaragua — 56.3 8.3 11,2 22.9 13 100 
Panama. 5 2 —- 34.0 24.8 38.0 3.2 —- 100 
SUB-TOTAL 4.8 BB Py 11.4 27.9 17.5 5.2 100 
TorTaL Latin America 42.4 ENGS 14.] 13.9 75, 0.8 100 


Source: ECLA, on the basis of national census data. 
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ent supplied the metropolitan areas.t The same 
$s true of transport facilities, both roads and 
ailways.° For example, the Amazon area of 
3razil, which covers half the country’s territory, 
las only 1,000 kilometres of railway line, while 
he railway network in the states of Rio de 
aneiro and Sao Paulo is very dense; in Argen- 
ina the highly concentrated railway system in 
he provinces of Buenos Aires and Santa Fé con- 
rasts with the few railway lines in the provinces 
f Santa Cruz and Misiones (see table 29). The 
egional imbalances in the distribution of roads 
see table 30) are also quite striking: there are 
ew roads in areas with little economic activity, 
nd such areas make little headway, inter alia, 
yecause they lack suitable roads. 


The fact that economic activity is more highly 
oncentrated than population means that there 
re very marked differences between the income 
evels of the different regions. For example, it is 
stimated that 78 per cent of the gainfully em- 
loyed population in the Brazilian Nordeste has 
in income lower than the national average; other 
stimates covering Brazil conclude that the aver- 
ge per capita income indexes, as compared 
vith the national average, are 51 for the north- 
vest, 60 for the north and central-west, 96 for the 
ast and 144 for the south. In Mexico, average 
ural family income is slightly more than 40 per 
ent of its urban counterpart and, as compared 
vith the average per capita income of the Federal 


4See United Nations, Estudios sobre la electricidad en 
lmérica Latina, Informe y Documentos del Seminario 
atinoamericano de Energia Eléctrica (United Nations 
ublication, Sales No.: 63.II.G.3), vol. I, p. 111. 

5See ECLA, El transporte en América Latina (United 
Jations publication, Sales No.: 65.II.G.7). 


Table 30. Some examples of regional imbalances in the 
distribution of roads, 1960° 


3 Kilometres 

Gate pol 180 

1,000 km inhabitants 
Argentina: national average . 67.8 94.1 
Buenos Aires . 126.7 57.9 
Mendoza 149.4 273.0 
Santa Cruz oe 1,188.2 
San Juan 31.4 76.7 
Brazil: national average 56.0 71.9 
Sao Paulo 3193 67.6 
Espiritu Santo. ; 373.4 149.0 
Amazonas : j ; 0.2 4.0 
(Acres ioe : 1.6 14.6 
Chile: national average 78.1 75.9 
Valparaiso 229.8 17.2 
Maule , z ; 408.9 246.2 
Aysén . , ; : 97 252.6 
Chiloé 28.2 Byiall 
Mexico:” national average 22.9 12.9 
Mexico City 96.4 10.9 
Morelos . 120.4 15.4 
Baja California 3 ZAG? 191.3 
Chihuahua . ; ‘ 7.6 15.4 


Source: ECLA, El transporte en América a ie (United 
Nations publication, Sales No.: 65.II.G.7), p 

® Including roads which are impassable Ag eS times of 
year. 

> Excluding local roads, since their distribution among 
federal agencies is not known. 


District, the regional average income indexes are 
35 for the Pacific, south and central areas, 54 for 
the north and the Gulf of Mexico and 93 for the 
north Pacific. * Moreover, there is a concentration 


®The data on regional income distribution were taken 
from ECLA, Estudios sobre la distribucién del ingreso 
en América Latina (E/CN.12.770/Add.1). 


Table 29. Regional density of the three major railway systems of Latin America 


Number of  Lengthof Kilometres *' ey 

inhabitants railway of line per 1,000 

per km?* line (km) per 100 km? inhabitants 
Argentina: total Hed | 43,923 1.57 Pee} 
Province of Buenos Aires 16.8 14,368 4.67 2.19 
Province of Santa Fe 15.1 5,193 3.90 2.59 
Province of Misiones 11.6 i 0.26 0.22 
Province of Santa Cruz. 0.2 287 0.12 5.02 
Brazil: total : 8.3 38,339 0.45 0.45 
State of Rio de Janeiro. 79.3 2,787 6.49 0.82 
State of Sao Paulo 52.3 7,664 3.09 0.59 
State of Para 12 449 0.04 0.29 
State of Goias 3.0 498 0.08 0.25 
Mexico: total . 17.8 23,369 1.19 0.67 
State of Sonora 4,3 1,469 0.97 2.26 
State of Nuevo Leén 16.6 939 1.44 0.87 
State of Baja California M3 185 0.26 0.36 
State of Guerrero. 18.4 103 0.16 0.09 


Source: ECLA, El transporte en América Latina (United Nations publication, Sales No.: 


65.11.G.7), p. 7. 
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of income in the metropolitan areas where the 
major part of modern industry is situated. It is 
estimated, for example, that 45 per cent of Ar- 
gentina’s gross product is generated in Greater 
Buenos Aires, 43 per cent of Chile’s in the pro- 
vince of Santiago, 35 per cent of Mexico’s in the 
Federal District of Mexico City and 40 per cent 
of Peru’s in the city of Lima.’ 


In contrast to this high concentration of in- 
come in metropolitan areas, there are large 
population groups with very low income and 
productivity levels in, for example, the valleys of 
Bolivia and the Brazilian Nordeste. In the latter 
region, which has been termed the largest area of 
poverty in the western hemisphere, there are 25 
million people with an average annual per capita 
income of less than 100 dollars. * 


This kind of disparity is becoming more and 
more useful for an understanding of the problems 
of under-development. Some experts stress that 
the phenomenon is interdependent in character 
and suggest that some areas are lagging further 
and further behind, not so much because they are 
isolated from the over-all economic process as 
because income is transferred from them, 
through various channels, to the more advanced 
areas which to some extent base their expansion 
on this appropriated income. 


There is no research which supports this argu- 
ment; on the contrary, one of the few attempts 
that have been made to construct a form of inter- 
regional balance of payments points to the 
opposite conclusion. This was a study on Argen- 
tina,® which shows how a large economic centre 
—the metropolitan area—actually absorbs re- 
sources generated in the provinces, but the trans- 
fer of income is not homogeneous, nor is it in the 
same direction in all cases: it involves a transfer 
of income from the richer agricultural areas to 
the metropolitan area, and a subsidy from the 
metropolitan area to the poorer provinces. 
Hence, there are two areas that benefit—the 
metropolitan area and the poorer provinces— 
and an area which subsidizes them—the highly 
productive agricultural provinces and two pro- 
vinces producing wool and oil (see table 31). 
The metropolitan area, made up of the Federal 


"The sources for these percentages are as follows: 
Argentina, Federal Investment Council, Bases para el 
desarrollo regional argentino (Buenos Aires, 1963), 
p. 54; Chile, ODEPLAN, Politicas de desarrollo regional 
(Santiago, 1968), p. 76; Peru, Plan de Desarrollo Econé- 
mico y Social del Pertt, 1967-1970, vol. I, p. 285; Mexico, 
CIAP, El esfuerzo interno y las necesi dades de financi- 
amiento externo para el desarrollo de México (Washington, 
December 1967), II-39, 

®Celso Furtado, “A luta pelo Nordeste e a estrategia 
da Sudene” (Recife, 1962), mimeographed, p. 2. 

®See Bases para el desarrollo regional argentino, op. cit. 
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capital and Greater Buenos Aires, “exports” 
manufactures and “imports” agricultural prod- 
ucts so that relative prices influence income 
transfers. For example, the price index of the 
metropolitan area’s “imports” rose by 263.6 per 
cent while that of its “exports” rose by 342.5 per 
cent. Furthermore, it is in the metropolitan area — 
that the services used by the other provinces— — 
particularly financing, insurance and export — 
facilities—are located. 


Table 31. Argentina: per capita gross domestic product 
and inter-provincial trade balance, 1959 


Inter-provincial trade 


Per capita balance on the inter-provincial 


gross domestic balance of payments on 


product 
Ghousands “OF pesos at 1959 prices) 
1953 prices) Total* Domestic 

Metropolitan area . 7.6 — 27,175 —34,477 
Remainder of the 

province of 

Buenos Aires 8.1 12,750 12,322 
Catamarca . 2.8 — 663 — 663 
Chaco . 4.1 7717 468 
Chubut. 9.3 —210 1,284 
Cérdoba Re) 9,566 11,970 
Corrientes AM 293 610 
Entre Rios 4.2 —492 —492 
Formosa 2.9 117 —32 
Jujuy 52, 645 1,107 
La Pampa 8.2 1,818 1,956 
La Rioja 2.9 — 238 —217 
Mendoza 6.5 2,654 3,479 
Misiones 2.1 —1,016 —720 
Neuquén 3.8 414 551 
Rio Negro 6.2 727 860 
Salta 4.0 — 1,266 56 
San Juan 5.0 679 906 
San Luis 3.8 —449 — 398 
Santa Cruz 14.8 — 1,832 1,790 
Santa Fe ’ 6.4 4,085 — 308 
Santiago del Estero 2.3 — 739 —313 
Tierra del Fuego 20.5 81 128 
Tucuman 4.2 — 645 40 

Source: Federal Investment Council, Bases para el 


desarrollo regional argentino (Buenos Aires, 1963), pp. 56 and 


a Including international trade. 
> Excluding international trade. 


The poorer provinces, on the other hand, are 
subsidized to an extent that in absolute terms 
may be small, but which is significant compared — 
with their gross internal product. These subsidies © 
consist mostly of the allocation of resources by 
the national government for public works or 
current expenditures on education and health. 


The provinces in which these resources origin-— 
ate are those in which modern farming is carried 
out on a large scale, and they generate roughly 
three quarters of the country’s crop and live- 


tock production (remainder of the province of 
3uenos Aires, Cordoba, Santa Fe, Mendoza and 
.a Pampa), added to which are the two pro- 
rinces producing wool and oil (Santa Cruz and 
Neuquén). These are all thriving provinces with 
ligh per capita incomes that, with the exception 
f Neuquén, are above the national average and 
ery close to incomes in the metropolitan area. 
Thus a situation exists in which a large industrial 
ea—the metropolitan area—absorbs economic 
esources from the modern agricultural areas 
hrough payments for services and relative prices 
ind also absorbs labour, particularly from the 
\oorer provinces, while at the same time sub- 
idizing the poorer provinces, but to a much 
esser degree. 


In contrast, the five wealthy agricultural pro- 
inces and the two wool and oil provinces sub- 
idize the metropolitan area to a large extent. 
They generate 73 per cent of the national crop 
roduct and 75 per cent of the national livestock 
oduct, at a relatively high level of productivity, 
yut they are dependent on the metropolitan area 
or financing, domestic marketing, exports and 
nost of the manufactured goods that they use. 
The poorer provinces, on the other hand, are a 
ource of labour—unskilled for the most part— 
ind recover what they lose in respect of the pay- 
nent of services and relative prices through 
rovernment subsidies. 


It is difficult to estimate the extent to which 
his phenomenon occurs in other Latin American 
ountries, particularly if it is borne in mind that 
\rgentina is, relatively speaking, not a typical 
ase since regional differences are less pro- 
\ounced than in most of the other countries, as 
re population pressures in its more backward 
reas. It is clear, however, that, even if the exper- 
ence of Argentina could be applied to other 
ountries, this would not mean that regional 
lisparities in income and living conditions would 
end to level out of their own accord. Something 
nore than a transfer of real income in the form of 
Ocial services is needed before the backward 
reas can achieve more dynamic economic 
rowth. 


3. SOME EXAMPLES OF REGIONAL 
DEVELOPMENT IN LATIN AMERICA 


The fact that there has been no spontaneous 
orce capable of achieving a better regional dis- 
ribution of economic growth or at least of pre- 
enting regional disparities from becoming more 
ronounced had led some countries to take action 
nd to initiate policies to promote regional 
levelopment that in some cases have significance 
m a national scale. Some experience has been 
ccumulated in this way and is worth describing 
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briefly, in particular because it covers various 
approaches and methods of action, depending on 
the country concerned. 


A few examples will suffice to illustrate the 
type of motivation behind regional develop- 
ment policies. The National Planning Office of 
Chile has defined the reason for regional plan- 
ning as the need to eliminate the huge disparities 
separating one area from another; regional 
development policy is thus “a multipurpose in- 
strument designed to improve the conditions for 
regional integration” .1° Three goals are sought in 
regional integration: at the physical level, to 
achieve satisfactory access to all points in the 
country; at the economic level, to provide similar 
remuneration for the factors of production and 
equality of opportunity irrespective of geo- 
graphical location; and at the socio-political 
level, to establish a single institutional frame- 
work and equal levels of participation in social ~ 
life and decision-making. 


The Venezuelan national plan (1965-68) calls 
for the formulation of regional plans as instru- 
ments to promote economic integration, to make 
better use of potential resources and to channel 
internal migration. For this purpose, the Plan 
indicates that it is necessary to: (a) channel in- 
vestment towards the exploitation of the re- 
sources of backward areas in order to integrate 
them with the more advanced industries, regions 
or areas; (b) make both the technology and the 
financing and information required to improve 
production accessible to backward areas; and 
(c) channel interregional population move- 
ments in order to control the urbanization pro- 
cess. 


In Brazil, the ten-year economic and social 
development plan outlines the stages through 
which regional policy has passed, starting with 
assistance (primarily public works), than an 
attempt to alter the economic structure of the 
region in order to promote development, and 
finally a national-regional policy promoting the 
integration of the various areas. At this final 
stage the ten-year plan was prepared, basically 
consisting of the creation of a self-sustained 
development process in each region, with an 
appropriate growth rate being fixed for each, and 
the incorporation of this process into the main 
stream of national integration with a view to re- 
ducing the economic differences between regions 
and establishing an integrated national market. 


On the basis of these general guidelines, speci- 
fic criteria can be worked out for the allocation 
of resources in terms of three development op- 


10QDEPLAN, ‘‘Politica de desarrollo 
(Santiago, 1968), mimeographed, p. 9. 
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tions, according to which the regional product, 
or regional employment or regional balance will 
be increased to the maximum. Chile’s regional 
development policy, for example, focuses on the 
areas with the greatest potential, “in which 
development can get going most rapidly”, in order 
to make the best use of investment resources. 
Hence, priority is given to the areas which al- 
ready have an infrastructure or known resources; 
although account is also taken—as a condition- 
ing factor of secondary importance—of the need 
to redistribute income among the regions. 


The Brazilian plan stresses the need for devel- 
oping countries to prevent the over-all growth 
rate from falling, however slightly, to the benefit 
of a particular region, because of the risk of 
slowing down the whole development process. 
Consequently, a different growth rate should be 
established for each region, in line with the 
national rate and the possibilities for self- 
sustained growth. 


The Venezuelan plan points out that a back- 
ward regional economy needs a continual inflow 
of resources until it has passed the critical point 
at which it can continue on its own. The policy 
here is to concentrate resources on a limited 
number of backward regions until each of them 
passes the critical point, and then do the same 
for other regions, on the assumption that the 
resources would be lost if they were dispersed 
among a large number of regions without any 
single region achieving self-sustained growth. 


With regard to population matters, it is argued 
—for example by ODEPLAN in Chile—that 
action should be focused on the regions with the 
greatest development potential, while, according 
to another view, it is justifiable in the short term 
to subsidize—through public works, for in- 
stance—certain regions which are incapable of 
achieving full employment on their own. 
Similarly, as in the Venezuelan plan, an attempt 
is being made to guide the urbanization process 
by channelling population movements among 
the regions and preventing excessive growth in a 
small number of cities. 


Once the over-all aims and methods of action 
are established, then effective national policies 
have to be defined for their practical application. 
There are two main approaches: either an 
attempt is made to develop backward areas with 
a view to improving the living conditions of large 
segments of the population, or the main aim is to 
open up new areas in order to exploit resources 
that are of importance for national develop- 
ment. In the first case, stress is laid on income 
transfers, mainly through public services and 
State action to modify or improve the bases of 
production of the region. In the second case, the 


46 


stress is on investment in the infrastructure and | 
other direct State investment. In both cases, a | 
number of direct\incentives can be used, mainly 

tax exemptions. ; 


The programmes for the Brazilian Nordeste | 
and the Guayana area of Venezuela illustrate 
these two basic approaches. Their main features — 
are described below. — | 


(a) The Nordeste of Brazil 


The Nordeste programme in Brazil is an out- | 
standing example of action designed to raise the ~ 
level of living of a large population group in | 
Latin America. Its aim is to promote develop- : 
ment in an area of 1.57 million square kilo- | 
metres, with 25 million inhabitants and an | 
average per capita income of less than 100 | 
dollars. The programme has two basic objec- | 
tives: to promote industrial development and to | 
increase the supply of food. An executing agenc 
—the Department for the Development of the — 
Nordeste (Superintendencia de Desenvolvimento 
do Nordeste—SUDENE) was established to 
achieve these objectives, and plans for industrial 
development and the expansion of agricultural 
supplies, and pre-investment plans in connexion” 
with natural and human resources were launched. — 
The main policy instrument used, and the most ~ 
original of its kind, is the “‘fiscal credit” — 
mechanism under article 34/18, which is des=— 
cribed below. 


In the field of industrial development, the pro- 
gramme is aimed at promoting private invest- 
ment in industry through the creation of tax,” 
credit and exchange incentives, and the con- 
struction of an infrastructure (particularly for 
energy and transport); the purpose of the agri- 
cultural plan is to bring new farm land under 
cultivation, and to improve productivity; and 
the twin aims of the pre-investment programme 
are to train manpower and carry out research on | 
natural resources. 


The establishment of SUDENE was basically — 
a new way of tackling the Nordeste’s problems,** 


11Comprising the States of Maranhdo, Piaui, Ceara, 
Rio Grande do Norte, Paraiba, Pernambuco, Alagoas, 
Sergipe, Bahia and part of Minas Gerais. There are ™ 
four large subregions: the mata or humid area, the east 
coast, the sertado or arid region, and the intermediate — 
area between this and the Amazon region. 


12 For several decades, the serious consequences of the 
periodic droughts in the agreste area (lying between the 
humid regions) and the sertao—with their repercussions 
on production and employment—had been focusing 
attention on the region’s economic problems. Thus the 
National Drought Relief Department was established, 
which did what it could to deal with the problem by 
building dams and highways. The Companhia Hidro- | 
elétrica do San Francisco, a semi-public corporation in 
which the Government had the controlling interest, 


since it was considered essential to adopt an 
over-all development approach in order to tackle 
the main problems simultaneously. Some im- 
portant propositions stem from this approach; 
one of these is that the situation is most serious 
in the humid area, where resources are less effi- 
ciently utilized than in the semi-arid regions, 
with the result that problems which are apparent- 
ly unrelated to the drought, such as unsuitable 
farming methods and urban unemployment, are 
given priority attention. 


The industrial development plan. The proposed 
development of industry is based on the pro- 
cessing of local raw materials for export (to the 
south-central area of Brazil and to other coun- 
tries), since import substitution is limited by the 
small local market. The cornerstone of the plan 
is private investment, stimulated by tax, ex- 
change and credit incentives, the construction of 
an adequate infrastructure and, as a supplemen- 
tary measure, the establishment of public and 
semi-public industrial enterprises. 


The strongest stimulus was provided by tax in- 
centives, which were applied on a large scale and 
along original lines which facilitated the trans- 
fer of resources from the south-central area to 
the Nordeste. Thus, it was established that under 
certain conditions legal entities throughout the 
country could obtain a rebate of up to half the 
amount of their income tax if they invested that 
amount in the Nordeste (article 34/18); they 
were also entitled to a rebate equal to 75 per 
cent of the value of any shares purchased in the 
Fondo de Investimento do Nordeste (they would 
thus be exempt from tax if they purchased shares 
to a value of one and one third times the amount 
of the tax) and up to 50 per cent of gross taxable 
income if it was used to buy shares in companies 
which SUDENE considered of interest to the 
Nordeste. Companies already operating in the 
area would be granted a 50 per cent reduction in 
their income tax and additional taxes from June 
1963 to 1973; and activities initiated after July 
1963 would be tax free for a period of ten years, 


12began operations in 1948 and by 1955 it had completed 
the construction of the Paulo Alfonso hydroelectric 
plant. The Banco do Nordeste do Brasil S.A., was 
established in 1952 after the 1951 drought. Following a 
further drought in 1958, the Federal Government 
strengthened the Nordeste working group, which had 
been attached to the Banco Nacional do Desenvolvimento 
Econémico (BNDE) since 1956, and it prepared a 
diagnosis and a development strategy for the Nordeste. 
Its report highlighted the basic causes underlying the 
region’s unequal development, which include the shortage 
of land suitable for cultivation by the techniques known 
in the region, the scanty rainfall, the unsatisfactory 
distribution of income, especially in the sugar-growing 
area, and the predominance of subsistence farming in 
the semi-arid region. 
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which might be extended to fifteen. 

The exchange privileges consist of exemption 
from taxes and prior deposits in respect of im- 
ports of equipment for the Nordeste to which 
SUDENE has assigned priority. In addition, the 
President of Brazil may authorize imports 
without prior ““exchange cover”, that is, regard- 
less of the amount of foreign exchange available 
under that head in the exchange budget. 

Credit financing is mainly the responsibility 
of the Banco do Nordeste do Brasil, S.A., which 
will lend up to 50 per cent of the total investment 
required for a project and 80 per cent of the fixed 
investment, and the Banco Nacional do Desen- 
volvimento Econémico, which provides up to 60 
per cent of the fixed capital. The Fondo de In- 
vestimento do Nordeste, which is administered 
by SUDENE, can in its turn buy preference 
shares, without the right to vote, in Nordeste 
enterprises. 


SUDENE used its own resources for the in- 
frastructure projects (construction of energy and 
water supply systems, organization of transport 
and urban services, surveying of natural re- 
sources, and manpower training), but it mainly 
co-ordinated the action of various national and 
state agencies operating in the area. The task of 
creating such “external economies” absorbed 
most of the resources earmarked for industrial 
development, since the industrial enterprise itself 
generally remained in charge of the private pro- 
ject. 

SUDENE has established public or semi- 
public corporations to carry out different activi- 
ties and participates in them to a varying degree. 
The two most important enterprises, both owned 
mainly by the State, are the Usina Siderurgica de 
Bahia—in process of installation—with a pro- 
duction capacity of 130,000 tons of thin steel 
sheet and tinplate, and the Companhia Pernam- 
bucana da Borracha Sintética, which manu- 
factures butadiene and polybutadiene from cane 
alcohol. Moreover, SUDENE has shares in 
twelve electric power companies, and in some 
enterprises engaged in specific activities (Arte- 
sanato do Nordeste S.A., Companhia de Aguas 
e Esgotos do Nordeste, Companhia Nordestina 
de Sondagens e Perforacoes), whose relatively 
small capital has nearly all been provided by 
SUDENE. 


The agricultural plan. The main purpose of the 
agricultural plan is the supply of food. This is 
being achieved through four projects: more in- 
tensive land use in the humid areas, utilization of 
public land, land settlement in Maranhdo, and 
improvement of farming methods. The first 
project provided for capital investment in sugar- 
growing in order to increase productivity by 


means of irrigation and mechanization. At the 
same time, the cultivation of food crops was to 
replace the cultivation of sugar-cane in some 
areas. This project was abandoned, however, 
because of a sudden change in the conditions in 
which it was to be carried out; the old share- 
croppers became agricultural wage-earners, and 
the sugar economy was able to stand this in- 
crease in costs only because more sugar was ex- 
ported at preferential prices owing to Cuba’s 
exclusion from the United States market. 

The second project relates to the organization 
of farms for the production of foodstuffs on 
25,000 hectares of public land within easy access 
of population centres. In addition, it was plan- 
ned to bring 250,000 hectares under cultivation 
in Maranh4o, 30,000 hectares of which would be 
devoted to market gardens and fruit farms. 
Lastly, a programme of research was initiated 
with a view to discovering appropriate techniques 
for some areas and crops giving rise to problems 
which had not been solved by the usual farming 
methods (for example, improving the soil of 3 
million hectares of tableland with enough rain- 
fall but a low level of fertility). 


Administrative planning and organization. SU- 
DENE did not prepare a real over-all develop- 
ment plan for the Nordeste. The three ‘‘master 
plans” which it has drawn up so far merely group 
the main investment projects within the context 
of an over-all strategy. It also co-ordinates the 
work of all the national agencies operating in the 
area. 


SUDENE has a secretariat and a Deliberative 
Council;?* the former is responsible for ensuring 
the adoption of technical solutions, and the latter 
for co-ordination at the policy-making level. It is 
financed by 2 per cent of Federal tax revenue, 
and by whatever funds are allocated to it in the 
Federal budget for implementation of the Master 
Plan. It also uses 50 per cent of the convertible 
exchange earnings on foreign exports from the 
Nordeste to pay for its own imports. 


Some results in the field of industrial develop- 
ment. The results of SUDENE’s action reveal 
notable progress in industrial development pro- 
grammes. 


13 The Deliberative Council is composed of Governors 
of the states within the purview of SUDENE and repre- 
sentatives of the Ministries of Agriculture, Education 
and Culture, Finance, Industry and Trade, Mines and 
Energy, Health, Labour and Social Security, Transport 
and Public Works; of the Banco do Brasil S.A., the Banco 
Nacional do Desenvolvimento Econémico and the Banco 
do Nordeste do Brasil S.A.; of the Armed Forces, 
and of the Companhia Hidroelétrica do San Francisco; 
in addition, the head of SUDENE, the Director of 
Drought Relief Works and the Director of the San 
Francisco Valley Authority are ex officio members. 
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SUDENE gave considerable impetus to in- 


dustrial development thanks to the influx of re- 
sources-from the south-central area under the 
“fiscal credit” system. It was thus successful in 


applying policy instruments which were specially 
designed to further regional development and 
were necessarily different from those that have 
traditionally launched or aided the process at the 
national level. Tariff protection, which embraces 
the country as a whole without discrimination 
between regions, was not applicable in these 
cases, and the peculiar combination of inflation, 


over-valuation of the currency and import 


control,'* which resulted in high prices for 
Brazilian manufactures and subsidized the pur- 
chase of equipment and intermediate goods, was 
not operative either. 

In order to promote the concentration of in- 
dustries in specific locations, recourse was had to 


indirect methods which went beyond even the 


construction of infrastructure works and the 
granting of tax privileges for local activities. 
Although the execution of public works—parti- 
cularly for transport services and energy supply 
—was a big step forward, the advantages it has 
brought are not necessarily big enough to com- 
pare with the external economies which already 


exist in more developed areas. Moreover, exper- — 


ience with tax exemption shows that this is not a 


decisive factor in choosing a location, since, al- — 


though it affects costs, it does nothing to reduce 
the risks and possible losses involved in an un- 


profitable investment.'* Hence the importance of 


the additional advantages offered by the “‘fiscal 
credit” system used in the Nordeste of Brazil, 
whereby the funds for payment of up to 50 per 


cent of income tax, which would otherwise have — 
constituted a direct transfer of income from ~ 
entrepreneurs to the public sector, may be used 


to subscribe part of the capital of new Nordeste 
enterprises. 


Twenty-five, 50 or 75 per cent of the capital — 


investment comes from the funds provided under 
article 34/18, the proportion depending on the 
priority assigned to the project by SUDENE. 
Furthermore, the Banco do Nordeste do Brasil 
may lend up to 50 per cent of the capital, with- 
out any adjustment for inflation. Thus, in highly 
important projects the entrepreneur’s contribu- 
tion may be as little as 12.5 per cent of the 
necessary capital. This system has resulted in 
considerable industrial growth. Up to April 1967, 
254 projects had been approved with a planned 


14 See Albert O. Hirschman, Desenvolvimento industrial 
do Nordeste Brasileiro e o mecanismo de crédito fiscal do 
artigo 34/18, Revista Brasileira de Economia (December 
1967), p. 24. 

18 Tbid., p. 26. 
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investment of 840 million new cruzeiros. The 
payments made under article 34/18 increased 
from 5.9 million new cruzeiros in 1962 to 252 
million in 1966, and their share in the income tax 
revenue collected from limited companies rose 
from 9.5 per cent in 1962 to 50 per cent in 1966; 
nearly four fifths of those deposits came from 
the states of Sio Paulo and Guanabara. 


There has been some discussion of the question 
of whether or not it is justifiable or desirable to 
transfer a significant volume of fiscal resources to 
private industry, which is what the “‘fiscal credit” 
mechanism in fact entails. To some extent, this is 
also linked to the degree to which the profits 
generated by the new enterprises are ploughed 
back and are absorbed by the economy of the 
Nordeste, or the extent to which they are re- 
mitted to the south-central area, particularly 
after the first stage, when the main flow of re- 
sources was naturally in the direction of the 
Nordeste. Other questions have also arisen, 
such as the capital intensity of the new enter- 
prises in relation to the original employment 
situation, and whether the system would be in 
operation long enough for the process of indus- 
trial development to become self-sustaining.'® 


(b) The Venezuelan Guayana area 


The work being done in the Venezuelan Guay- 
ana area is a typical example of a programme for 
the utilization of unexploited resources and the 
construction of a large industrial centre in a 
region rich in natural resources, particularly hy- 
droelectric power, mining products (coal, dolo- 
mite and quartz) and forests. 

This regional programme is organized on a 
very different basis from that of the programme 
for the Nordeste area of Brazil, since this is a 
sparsely populated region which has never really 
been part of the national economy, and the 
primary consideration is the efficient utilization 
of its huge natural resources potential. 


The problems encountered and the instru- 
ments for their solution are also quite different. 
There is no question of changing existing situa- 
tions or harming vested interests;.in particular, 
the problem here is to prepare land for cultiva- 
tion which has been virtually abandoned, 
rather than to disrupt and transform a long- 
established agrarian structure. On the other hand, 
it is necessary to mobilize human and capital 
resources on a considerable scale with a view 
both to facilitating direct production activities 
and to establishing an urban centre—Guayana 
City—at the confluence of the Orinoco and 
Caroni rivers, the population of whichis expected 


16 Tbid., pp. 24-32. 
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to grow from 2,000 to 250,000 between 1950 
and 1980. 


The programme consists mainly in construct- 
ing an industrial centre, producing hydro- 
electric power on a large scale, cultivating new 
land, establishing a city, and training manpower. 
Its execution has been entrusted to the Vene- 
zuelan Guayana Corporation (Corporacién 
Venezolana de Guayana), which was established 
at the end of 1960 as an autonomous institute 
under the Office of the President of the Repub- 
lic.1? The Corporation may take direct action or 
operate through subsidiary bodies, and it is 
authorized both to mobilize the government re- 
sources assigned to it and to participate in speci- 
fic projects financed jointly with foreign capital 
and domestic private capital. Thus, through one 
subsidiary body it is building the Guri dam and 
managing the electricity supply system, and 
through another it is installing a steel plant. At 
the same time, it is associated with foreign inves- 
tors in a project for the production of aluminium, 
and with domestic investors in the operation of a 
pulp mill for the manufacture of paper and 
paperboard. It is also laying a gas pipeline, 
which will enable the foreign company mining 
iron ore to smelt it, and in general it is providing 
the necessary infrastructure—including the con- 
struction of the new urban centre—for the estab- 
lishment of private industry. 


The guiding principle of all these new activities 
is that they must be effectively integrated in the 
over-all domestic economy, so that, even though 
a good deal of the region’s production is to be 
exported, the new development node will not 
result in enclaves whose contribution to the rest 
of the domestic economy is confined to the pay- 
ment of royalties and taxes.1° 


The proposed industrial centre comprises a 
steel plant, an aluminium plant and a pulp and 
paper mill. The steelmaking programme is ad- 
ministered by Sidertrgica del Orinoco C.A., 
which built and is now managing the Planta 
Siderirgica del Orinoco, with a capital of 200 
million bolivares. This company belongs to the 
Venezuelan Guayana Corporation and came into 


17The former assets and functions of the Survey 
Committee for the Electrification of the Caroni and the 
Venezuelan Iron and Steel Institute were transferred to 
the Venezuelan Guayana Corporation as well. It has a 
President, who is responsible for all executive functions, 
and a Board of Directors composed of four members, 
all appointed by the President of the Republic, which 
acts in an advisory capacity. 

18See Alexander Ganz, La planificacién regional, 
clave de la etapa actual del desarrollo econdmico de 
América Latina: el caso de Guayana, una region 
“frontera’, paper presented at the Seminar on State 
Planning organized by ECLA and BNDE at Rio de 
Janeiro in July 1965, p. 9. 


being as the result of a change in the legal status 
of the Steel Division. The construction and ad- 
ministration of the aluminium plant is in the 
hands of the Compania Alumina del Caroni S.A. 
(ALCASA), which is owned on a fifty-fifty basis 
by the Venezuelan Guayana Corporation and 
the Compafiia Reynolds International. Con- 
struction started in February 1966 at Matanzas 
(Guayana City), and the aim is to build a reduc- 
tion plant for ingots and billets. The Sociedad 
Pulpa Guayana is establishing a paper and 
paperboard plant which will draw its raw 
materials from the huge forest resources in the 
Guayana area. This company comprises the 
Venezuelan Pulp and Paper Corporation, Car- 
tones Nacionales $.A. and Cartén de Venezuela 
S.A 


Besides these projects, there are others under 
study or in course of execution. For example, it is 
expected that, upon completion of the Anaco- 
Guayana City gas pipeline, the Orinoco Mining 
Company will produce briquettes with a high 
iron content by a process of reduction with 
natural gas. Other projects include the manufac- 
ture of liquid ammonia for export, a slag cement 
plant—which would make use of material ob- 
tained from the steel plant—wheat and maize 
flour mills, and food-processing plants. 


The hydroelectric potential of the Caroni 
River is one of the main natural resources of the 
area. The Compafia CVG—Electrificacion del 
Caroni C.A.—was set up as a subsidiary of the 
Venezuelan Guayana Corporation for the pur- 
pose of constructing the hydroelectric works and 
distribution network and of managing the whole 
system. It is at present managing the Macagua I 
power station and is ‘responsible for the power 
transmission and _ distribution lines, inter- 
connexion of the regional electrical system with 
those in the east and centre of Venezuela, and 
the construction of the Guri dam and hydro- 
electric plant. 


The Venezuelan Guayana Corporation is en- 
gaged directly or through contractors in the 
building of Guayana City. The use of land and 
the provision of public services for both govern- 
ment and private activities are laid down in the 
plan for the town. Work has already begun on 
the Alta Vista centre; some areas have been set 
aside for industry and other sectors are being 
urbanized. 


It is planned to develop the Orinoco delta in 
order to solve the problem of food supplies for 
the region, particularly Guayana City. This area 
of some 20,000 square kilometres is periodically 
devastated by floods. As part of the bank pro- 
tection works, the first step has been to close the 
Manamo channel and to build dikes. Irrigation 
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projects are also being carried out in areas near 
Guayana City, such as Culies, and forestry and | 
fisheries studies are being undertaken. | 


As regards human resources, community — 
development programmes have been launched, 
with the establishment of social welfare boards 
which encourage the people to take part in | 
studying and solving their common problems _ 
themselves. In the field of education, the pro- | 
gramme for the establishment of primary schools - 
and technical training facilities for adults has 
been worked out in the light of a projection of 
manpower needs over the next ten years; a 
regional centre for research, programming and 
educational services has also been established. 


4, REGIONAL DEVELOPMENT 
PROSPECTS AND POLICIES 


However widely the objectives, scope and pat- 
terns of the above-mentioned regional develop- 
ment programmes may vary, a feature common 
to them all is the increasing importance attached 
to regional questions in national development 
policies as a whole. In all probability, this ten- 
dency will become even more marked in the next 
few years, owing to situations that already exist, 
and to the possible repercussions of other factors | 
—including Latin American economic integra- 
tion and the prospects and demands of agricul- 
tural and industrial development—on the alloca- 
tion of resources by regions. | 

It would therefore be appropriate to devote 
fuller consideration to the criteria that should be 
applied in defining a regional development policy, _ 
but the difficulty is that, in the end, an analysis of _ 
this kind covers the same ground as a global 
development strategy and an over-all policy for 
the allocation of resources. Without overlooking 
the need to envisage the subject in this broad 
context, the following paragraphs will touch — 
upon a few points relating mainly to the two al- — 
ternatives represented by concentration or wider 
regional distribution of resources, and to other 
factors which are coming increasingly to the 
fore as determinants of the location of economic 
activity. 


(a) Over-all development and zoning 


The first necessity seems to be to discuss the 
basic guidelines for a policy relating to the 
regional allocation of resources, in the light of 
its predictable effects on the over-all rate of 
growth, the capacity to maintain or increase that 
rate in the future, and the extension of the bene- 
fits of development to the majority of each 
country’s population. In a first approximation, it 
might be argued that the concentration of re- 
sources in a metropolitan area would represent at 


ce a requisite for the expansion and diversifi- 
ation of the structure of the economy, and an 
yptimum allocation from the standpoint of the 
yver-all growth rate, since it would constitute a 
neans of taking maximum advantage of external 
cconomies. Secondly, it might be assumed that 
he enlargement and consolidation of this central 
ocus of development would make it a radiation 
actor that would promote the development of 
he rest of the economy. Were this to happen, the 
rroblem would not be strictly one of regional 
levelopment requiring the adoption of appro- 
riate policies to tackle it. The only trouble would 
ye the lack of synchronization between the 
yeriod of consolidation of the metropolitan area 
ind the process of radiation throughout the rest 
of the system; and in the course of time that pro- 
ess would spontaneously bring about the inte- 
ration and unification of the national economy. 


Latin America’s experience appears to suggest 
hat the first of these premises is linked to specific 
tages of growth, and that there is good reason 
0 doubt the validity of the second. 


Unquestionably, throughout one entire phase, 
1 “‘polarized” type of development represents an 
illocation of resources which is economically 
ustifiable and implies substantial progress in 
erms of the possibilities of improving the popu- 
ation’s levels of living. It is also true, however, 
hat these merits will hold good only as long as 
he following two requisites are fulfilled: the 
sroductivity of the resources invested in the 
more advanced development nodes must be 
aigher than it would be in newly-opened-up or 
backward areas; and there must be evidence of 
sapacity to impart dynamism to the rest of the 
system and to absorb an increasing proportion 
of the national population at adequate levels of 
productivity and income. Hence the content of a 
regional policy cannot be defined without regard 
to the specific stage of development through 
which the economy is passing, and from another 
point of view this means that the wide variety of 
situations existing in the various Latin American 
countries may invalidate any generalization 
made for Latin America as a whole. | 


(i) The significance of external economies. It is 
common knowledge that factors relating to ex- 
ternal economies carry a great deal of weight in 
the economic analysis of location options and 
decisively influence the regional distribution of 
investment. In order to study their significance 
in relation to the present characteristics of the 
Latin American economies, a distinction must be 
drawn between two categories of determinants 
of the external economies in question. The fac- 
tors more directly linked to a specific production 


to financing and sub-contracting markets, prox- 
imity to the decision-making centres and to 
technical research and manpower training ser- 
vices, etc., must be differentiated from those con- 
nected with the infrastructure—usually the res- 
ponsibility of the public sector—required for the 
development of productive activity, such as 
transport and means of communication, and 
urban infrastructure with its supplementary ser- 
vices (housing, water supply, medical services, 
schools, etc.). 


This distinction is important from the stand- 
point both of the real duration of the external 
economies concerned and of the incidence of 
eachtype of factorion private and public decisions 
as to the location of investment. 


Generally speaking, it may be granted that the 
factors directly linked to production units go on 
increasing the external economies they signify 
for an indefinite length of time. The more a 
specific development node expands and the more 
activities are concentrated in it, the more sub- 
stantial and widely varied will be the advantages 
it offers to new activities in this respect. But the 
same is not necessarily true of factors of the 
second type, in particular, those relating to urban 
infrastructure. 


Theoretically, once a specific urban centre has 
been established on a firm footing and ade- 
quately provided with the appropriate public 
utilities, it will be in a position to accommodate 
the increased population justified by the installa- 
tion of new enterprises. The general facilities 
already available will be more intensively utilized, 
and every additional person will therefore mean 
a decrease in costs. 


This ratio cannot be of the linear type, since 
successive saturation points will inevitably be 
reached in the utilization of certain services and 
at each of these critical junctures relatively sub- 
stantial investment in expansion will have to be 
effected, which will open up new possibilities of 
external economies until the next time a similar 
situation arises. For example, if, in a given city, 
the potable water or the electric power supply is 
sufficient for 100,000 inhabitants, once this limit 
is exceeded an aqueduct will have to be built, or 
new generator groups installed, which will serve 
the needs of a population of 300,000, and when 
that number is reached the problem will again 
recur. 


Hence it is clear that the external economies 
linked to the establishment of new population 
settlements in a given region are contingent upon 
each individual situation and point of time. An 
important longer-term question is whether the 
cost of urban infrastructure tends to increase or 


unit and to questions of supplies of inputs, access Zito decrease in relation to the size of the popula- 


tion concerned. Little empirical research has been 
conducted on this subject, and its findings are 
not always consistent even for one and the same 
country. For example, in a study made by 
SVIMEZ in Italy in 1956, the costs of fixed social 
investment per inhabitant of an urban centre 
were estimated at 123,000 lire in towns with 
30,000 inhabitants, 194,000 lire in those with 
30,000-200,000 inhabitants, and 357,000 lire in 
those with a population of over 200,000. In 
contrast, another study also carried out in Italy, 
assigns the highest costs of construction, installa- 
tion of facilities and maintenance to towns with 
about 100,000 inhabitants, the figures being 
lower both for smaller and for larger towns.” 


At all events, it should be borne in mind that 
in many Latin American countries there are 
other factors currently in operation which may 
weaken or thwart the possibilities of utilizing the 
greater external economy potential of metro- 
politan areas. Suffice it to recall the extremely 
high urban concentration indexes already attain- 
ed (high both in comparison with other ‘more 
developed countries and in relation to the nature 
of the urban economy concerned), the speed of 
the in-migration process, and the cumulative 
social service deficits that are so marked in the 
metropolitan areas in question. 


In many instances, urban development has 
outstripped the capacity to meet demand for 
public utilities. This is understandable enough in 
view of the fact that during the nineteen-fifties 
the increase in the population living in towns of 
more than 20,000 inhabitants was 71 per cent in 
Latin America®! (as against only 18 per cent in 
Europe). It often happens that in towns which 
have grown very fast.the ability to provide such 
services efficiently declines, and serious incon- 
veniences ensue, especially in respect of intra- 
urban transport and communications. In some 
metropolitan areas, tens of thousands of persons 
living at distances of anything from 30 to 60 kilo- 
metres from their place of work are dependent 
upon daily transport; the cost of this commuting 
has not been measured, but indirectly it undoubt- 
edly implies an increase in working hours and a 


19See SVIMEZ, “La localizzazione industriale ed i 
costi sociali dell’insediamento di nueva unitd lavorative’’, 
Informazioni SVIMEZ (Rome, May 1957). Quoted by 
Alessandro Busca and Salvatore Cafiero in ‘“Costo 
social del asentamiento”, Cuadernos de la Sociedad 
Venezolana de ee Leg (August 1966), p. 40. 

20See TEKNO, Ricersa sui costi di insediamento 
urbani ed industriali in varie cita d ‘Italia (Milan, 1963). 
Quoted by Busca and Cafiero in “Costo social del 
asentamiento’’, op. cit., p. 41. 

"Of this increase, about one third—in decreasing 
proportion in the larger countries—is due to the new 
towns with more than 20,000 inhabitants; the rest may 
be ascribed to the population growth in existing cities. 
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drain on wages, in addition to the direct cost of 
transport facilities. 


The cumulative shortfalls in social services, in 
their turn, reach abnormal extremes. For exam- 
ple, the urban housing deficit in Latin America 
was estimated at 14 million housing units in 1961, 
and, to make matters worse, shows a rising trend. 
About 30 percent of the urban population has no 
piped water supply. As regards education, in 
1960 there were 40 million illiterate adults in the 
region as a whole, and the adult population had 
not received more than 2.2 years of schooling on 
the average. 


In these circumstances, it is doubtful whether 
the expansion of many of Latin America’s 
metropolitan areas would afford opportunities 
for external economies. On the contrary, in some 
instances the per capita cost of urban infra- 
structure entailed in the establishment of entirely 
new towns would be lower than that of expand- 
ing the major urban centres already in existence. 
For example, in the case of the underground rail- 
ways in Rio de Janeiro and Sao Paulo, the cost 
per kilometre of track is estimated at 10 million 
dollars. 


Clearly, therefore, the significance of external 
economies and consequently of criteria for the 
regional allocation of resources differs greatly 
according to whether they are envisaged from 
the standpoint of a particular enterprise or pro- 
ject or from that of the national economy as a 
whole. In the first case, as long as foreseeable” 
operational results are related to directly pro- 
ductive investment, the advantages will be on the 
side of unlimited agglomeration, and this is, in 
the last analysis, one of the chief principles on 
which private investment decisions are based. 
But such estimates of productivity or profitability 
fail to take into account the need for supplemen- 
tary public investment (national or municipal), 
which sometimes has to be on a substantial scale, 
and in practice represents an indirect subsidy to 
enterprises. In other words, the national economy 
might derive more benefit from the location of 
new enterprises in second- or third-category 
development nodes, where they might help to 
further the modernization process, than from 
their installation in major urban centres, in so — 
far as the latter record rising costs for the expan- 
sion of infrastructure and public utilities. Un- 
fortunately, no data are available for testing the 
validity of this judgement, even in relation to 
some of the metropolitan areas of Latin America. 

(ii) Concentration of resources and incentives to 
regional development. Despite the foregoing 
reservation, the possible advantages of concen- 
trating resources in a few development nodes still 
hold good, in so far as these centres are capable 


of acting as instruments for radiating progress to 
he rest of the economy and for promoting 
conomic growth. A prerequisite for defining the 
advantages in question is to investigate the rela- 
ions between the major urban centres, on the 
ne hand, and, on the other, the secondary urban 
sentres and the whole of the rural periphery. This 
s another field in which very little research has 
seen undertaken in Latin America. 


In their early stages, industrial development 
und the diversification of the economy call for a 
‘elatively high degree of regional concentration 
n the allocation of resources, and can make ad- 
yantageous use of a set of external economies. In 
iddition, the development and consolidation of 
he centres of economic growth implies that in- 
“ome is diverted to them from traditional ac- 
ivities, either directly, through the channelling 
of part of the investment capacity generated in 
such activities towards the centres concerned, or 
ndirectly, through the transfer of surpluses by 
neans of taxation (mainly taxes on primary ex- 
sorts at first). At a later stage, especially in the 
onditions attendant upon the development of 
Latin America, the major urban centres find 
ther ways of appropriating surpluses from the 
‘est of the economy; for example, in a framework 
of strongly protected industrial development, 
what happens is not that part of the benefits of 
echnical progress are transferred through reduc- 
ions in the prices of manufactured goods, but 
that relative prices tend to favour the urban 
sentres, to which real income is thus transferred 
from the rest of the system. 


A process of this kind might be regarded as a 
temporary necessity, required until the more ad- 
vanced development nodes are firmly established 
and are capable of engendering on their own 
account sufficient surpluses to safeguard their 
subsequent expansion, while at the same time 
bringing the higher levels of productivity and 
better living conditions by which they are 
characterized within reach of an increasing 
proportion of the country’s population, and 
diverting part of the surplus to the rest of the 
>conomy in order to make the system as a whole 
better integrated and more homogeneous. 


The investment levels attained are much lower 
than might be expected in view of the high 
degrees of income concentration, largely because 
of the ways of living and consumption expecta- 
tions of the social groups receiving those in- 
somes; and since at the same time the production 
fechniques in use are increasingly capital- 
intensive and employ relatively little manpower, 
the capacity to absorb the labour force is re- 
Juced. Thus, the development nodes fail to in- 
srease their potential sufficiently as instruments 
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for imparting dynamism to the rest of the econ- 
omy; what is more, the rapid tempo of migration 
from the ruralareas to the towns is creating with- 
in the major cities a steadily growing population 
sector which has to find employment in activities 
where productivity and income are minimal, 
with the result that internal disparities are 
created which are just as striking as the dif- 
ferences between the urban areas and the rest of 
the country. The very structure of production 
capacity tends to reinforce this process, inasmuch 
as it is geared to the consumption patterns of the 
upper income strata and therefore places em- 
phasis on the expansion of more highly capital- 
intensive activities providing less employment 
per unit of product, while increasing diversifica- 
tion is demanded, which increases their costs be- 
cause of the unduly small scales of production. 
The process is further consolidated by means of 
price mechanisms and the tapping of financial 
surpluses through the bank system. Accordingly, 
the economic system tends to accentuate the dis- 
parities in regional development. 


(b) Other factors destined to influence 
regional development policies 


The foregoing considerations point to the 
necessity of formulating a regional development 
policy which would fit into the framework of an 
over-all development policy. In the special con- 
ditions prevailing in each country, it would be 
necessary to alter certain traditional patterns of 
location of economic growth. Thus, the efforts 
that are already being made in several Latin 
American countries, as described in an earlier 
section, would take their place within a more 
general programme. 


There are also other factors which enhance 
the need for an active regional development 
policy and which will in all probability influence 
the direction it takes. 

(i) Latin American economic integration. Out- 
standing among these factors are Latin America’s 
economic integration prospects. The traditional 
development centres, cut off from one another 
as they are, could hardly constitute the basis for 
a more closely integrated Latin American econ- 
omy. 

The difficulty lies not merely in the vast dis- 
tances and topographical obstacles involved, but 
also in the principles which governed the estab- 
lishment of the Latin American transport and 
communications systems. The whole of the 
transport network was constructed in line with 
the needs of the export trade, and the golden rule 
was to follow the easiest route from the produc- 
tion site to the foreign consumer centre. Gen- 
erally speaking, each individual country’s trans- 


port system was designed to serve foreign mar- 
kets, with the seaports forming its axis, and 
interconnexion with points in the interior was 
neglected. Similarly, at the international level 
there was no regular linkage, either by sea or by 
land, between different Latin American coun- 
tries. 

If the resulting pattern of regional distribution 
of economic activity did not even serve definite 
integration objectives within the national econ- 
omies, much less could it have taken into account 
the possibilities of complementarity among the 
Latin American countries. There were even 
specific stages at which intra-regional connexions 
that had previously been established tended to 
disappear. 


Signs of what the subsequent course of the 
Latin American integration movement may mean 
in terms of each country’s regional development 
are already discernible. An excellent illustration is 
afforded by the regional agricultural policy pur- 
sued in the Central American Common Market, 
which, as it operates at the level of the five coun- 
tries in conjunction, has permitted the restruc- 
turation and zoning of agricultural production. 
This has led to a form of specialization by areas 
which may revolutionize the structure of agricul- 
tural production in each of the countries con- 
cerned.*? In the future, moreover, the subregional 
integration projects of the Andean Group and 
the countries of the River Plate basin may imply 
a radical change in the structure and location of 
demand, which will necessarily affect the location 
of the activities intended to satisfy it. 


A Latin American integration programme 
based essentially or solely on the activities and 
potential of the existing centres of economic 
activity might still further accentuate the existing 
disparities, unless a strategy for regional 
development is adopted. 


(ii) The requirements of agricultural develop- 


22See ECLA, Evaluacién de la integracién econdémica 
en Centroamérica (United Nations publication, Sales 
No.: 66.11.G.9), pp. 60 et seg. This document, which is 
published only in Spanish, was partly based on a study 
prepared for presentation at the ninth session of the 
Economic Commission for Latin America (E/CN.12/ 
CCE/327/Rev.1), from which the following passage is 
taken: “Greater possibilities for the zoning of production 
are afforded by the wide range of variations in climate, 
physical conditions, soil fertility and distribution of 
water resources in Central America as a whole, as well 
as by the marked extent to which one country differs 
from another in respect of the relations between the 
size of the rura] population and the quantity and quality 
of the resources available for agricultural production. 
All this would enable the economic use of the less 
productive areas to be given a new structure, and would 
facilitate more intensive farming of the land best suited 
for various crops, which today is often technically and 
economically under-utilized”’. 
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ment. Whatever the requirements of Latin 
American integration with respect to the geo- 
graphical allocation of resources, concurrent 
pressure will be exerted by internal needs them- 
selves. Agricultural development prospects con- 
stitute a case in point. 


The existing food shortage, population growth 
and the need to increase and redistribute in- 
come will necessitate a very rapid expansion of 
agricultural production. It may be estimated that 


during a fairly representative period (for exam- | 


ple, ten or fifteen years) these demands can large- 


ly be met by increasing productivity in the | 
areas already farmed, but even if yields are rela- _ 


tively high, much more land will still have to be 
brought under cultivation. According to the 


studies that are being carried out by the ECLA/ 
FAO Joint Agriculture Division, by 1975, if — 
reasonable agricultural consumption targets are 


to be attained, farm land in Latin America 


should have been increased by 70 million hec- — | 


tares, of which 35 million would have to be used 
for crops and 35 million for livestock produc- 
tion.?* It should be recalled that in 1965 the total 
area under crops amounted to 80 million hec- 


tares, and grazing land—measured in terms of © 


artificial pastures—represented 222 million hec- 


tares (65 million of artificial pastures and 157 _ | 


million of natural pasture equivalent). Expan- 


sion on the scale indicated would involve the — 
implementation of a regional policy aiming at — 
bringing under cultivation the equivalent of one Z 


fourth of the existing agricultural area. 
This implies not only the construction of in- 


a 


frastructure to facilitate access to the areas — 


opened up, but also significant changes in agri- 
cultural location patterns. But the process cannot 
stop there; in one way or another, the incor- 
poration of new agricultural land will bring new 
urban centres into being, and will afford oppor- 
tunities for new regional development nodes to 
spring up on the basis of more diversified econ- 
omies. 


(iii) Industrial development policy. In the past, 
industrial development has unquestionably been 
one of the factors that have done most to 
promote the geographical concentration of 
development. Nevertheless, the continuance of 
this concentration is not necessarily inherent in 


28Per capita agricultural consumption in the lower 
income groups—S0 per cent of the total population— 
will probably rise from 62 dollars per annum in 1965 
(at 1960 prices) to 103 dollars in 1985; at the same time, 
per capita consumption in the higher income grou 
the other half of the population—would increase from 
145 to 158 dollars. This would mean that the agricultural 
consumption of the lower income groups would reach 
what is at present the average level for the total population. 


4 
? 


hat of the industrialization process, especially 
mce specific stages of industrial growth have 
een attained. 


Generally speaking, apart from the external 
conomies already discussed, the location of in- 
lustry in the major cities has been determined by 
ertain principles of manufacturing development 
vhich are unlikely to carry the same weight in 
he future. As long as industry was geared to im- 
ort substitution in consumer goods and to the 
atisfaction of the growing and increasingly di- 
fersified demand of the upper income strata, a 
ocation pattern other than agglomeration in the 
arge urban areas was hardly conceivable. With 
he exhaustion of import substitution possibili- 
ies in the field of consumer manufactures, how- 
ever, industrial development is compelled to 
seek means of utilizing and processing natural 
‘esources, with a view both to the domestic mar- 
<et and to exports of manufactured goods. By 
heir very nature, many such industries are bound 
0 be located near the resources concerned, irres- 
sective of the markets afforded by the traditional 
jevelopment centres, and this implies new 
egional patterns of industrial distribution. 

Other factors of regional location are linked 
o the strategy for development policy. Ob- 
viously, a policy will have to be adopted in 
which priority is given to raising the productivity 
of the non-modern economic sectors and the real 
ncome of the population living in subsistence 
sonditions. The considerable increase in demand 
for intermediate, capital and consumer goods, 
besides the large-scale agglomeration which such 
a policy is likely to promote, would require the 
development of new centres of growth which 
would have to be given a deliberate impetus. 


In so far as all this involves significant changes 
in income distribution, other factors will emerge 
which would also facilitate a broader regional 
distribution of the industries producing con- 
sumer goods. If the population of rural areas and 
of new urban centres obtains a larger share in 
real income, the structure of demand for con- 
sumer manufactures will alter in favour of wage 
goods, which in their turn are precisely those for 
which requirements in respect of scales of pro- 
duction and concentration in large units are less 
exigent, and which therefore lend themselves 
better to more balanced regional location. 


(c) Criteria for regional allocation of resources 


Taken as a whole, the considerations set forth 
in the two preceding sections suggest that the 
formulation of a regional development policy 
aiming at the opening-up of new areas and the 
establishment of new development nodes does 
not necessarily represent a sacrifice of resources 
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justifiable only in the light of income redistribu- 
tion criteria or by the political expediency of 
closer integration of the national territory. 

Strict adherence to a profit-cost criterion based 
on short-term prospects is not enough, since in 
most cases the conclusions to which it leads 
would be unfavourable to the broader regional 
distribution of resources. As a general rule 
when profit-cost ratios are calculated no account 
is taken of the indirect investment required to 
expand infrastructure and urban services, and 
there is good reason to doubt whether these 
would continue to afford opportunities of bene- 
fiting by external economies in several of the 
Latin American metropolitan areas. 


Furthermore, it is essential that decisions of 
this type should be based on a sufficiently long- 
term outlook. Naturally, the yields that may de- 
rive from the establishment of development cen- 
tres in potentially wealthy areas which have not, 
however, been settled or developed, can only be 
properly assessed over the medium or long term. 
Hydropower, irrigation or land settlement pro- 
jects and road-building, for example, which per- 
mit the development of new areas, entail invest- 
ment that is slow to mature, but is often more 
than justified by the direct and indirect benefits 
subsequently reaped; what is more, in many in- 
stances it is precisely such economic penetration 
projects that have given the Latin American 
economies their present structure. Cases in point 
are such projects as those relating to the valleys 
of the Rivers Negro and Papaloapan (in Argen- 
tina and Mexico), to land settlement in Parana 
(Brazil), and to the areas of Tingo Maria Pucall- 
pa in Peru and Putumayo in Colombia. Through 
these undertakings, not only have sources of 
wealth been created, but markets have also been 
established or expanded, giving rise in their turn 
to new investment. No less significant is the po- 
tential of other projects not yet completed, such 
as that of the Carretera Marginal de la Selva. 
Latin America abounds in undeveloped areas of 
great potential wealth, where the establishment 
of new development nodes would be justified. 
Thus a snowballing process similar to that which 
determined the concentration of economic activ- 
ity in the existing centres would be reproduced in 
a different setting, on a different scale and with 
different objectives. Obviously, however, in such 
cases economic expediency cannot be evaluated 
project by project, but must be assessed from 
different angles and on the basis of a compre- 
hensive comparison of various programmes 
under an over-all development plan. 


Lastly, in relation to some regional under- 
takings at least, it should be recalled that the 
problem cannot always be stated in terms of 


options for the allocation of a given quantity of 
aggregate resources, since regional development 
policies themselves may result in the mobiliza- 
tion of additional resources which would other- 
wise remain idle. In other words, a more active 
regional development policy may not only imply 
a different pattern for the allocation of resources 
by regions, but may also serve as an instrument 
whereby a larger volume of domestic resources 
can be mobilized for purposes of capital for- 
mation. 


This involves recognition of the need to 
broaden the traditional concepts of investment. 
Hitherto, attention has been almost entirely 
concentrated on the mobilization of financial 
resources and the removal of obstacles to in- 
creases in monetary saving, while much less heed 
has been paid to the potential capacity of sub- 
stantial unemployed or under-employed human 
resources to contribute to real capital formation, 
particularly in agricultural infrastructure ex- 
pansion projects. This potential would be 
difficult to harness efficaciously anywhere but in 
the local environment, where it is easier to 
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mobilize relatively numerous groups of workers | 
for the attainment of objectives capable of pro- 
viding them with motivations. 


Another point to bear in mind is the possibl e 
significance of a policy for regional disseminatior 
of technical progress and economic activity in — 
relation to the establishment or expansion of a 
genuine domestic market. The existing dis- — 
equilibria, whose intensity and influence varies 
according to each country’s situation, make upa | 
heterogeneous body of conditions which militate | 
against internal integration and the possibiliti 
of trade within the national economy. Just as 
the international level economic relations a 
more dynamic between diversified or industri 
lized producers than between the centres and 
periphery, so too, at the national level, the net. 
work of trade will tend to spread wider in so fi 
as the various parts of the territory take a real — 
share in it, on the basis of more diversified supply. 
From this standpoint, it may be contended that © 
the emergence of a true domestic market repre- 
sents an external economy of vital importance for 
the whole of the production system. i 


Chapter III 


THE EXTERNAL SECTOR 


The strategic importance still attaching to the 
xternal sector in the present structure of the 
atin American economy has already been 
iscussed in the preceding chapters, particularly 
n connexion with the structure of aggregate 
upply and demand. The object of this chapter is 
o build up a fairly substantial body of data that 
vill give an up-to-date picture of the situation 
nd indicate the major trends of both foreign 
rade and external financing and external capital 
novements since the mid-nineteen-fifties.* 


1. CHARACTERISTICS AND TRENDS OF 
FOREIGN TRADE 


(a) General features 


The essential features of Latin America’s 
oreign trade at the present time may be summed 
p as follows: 

(i) A relatively small and steadily dwindling 
share of total world trade; 

(ii) Little diversification of exports, which 
still largely consist of a limited number of 
primary commodities; 

(iii) Little momentum in export trade, owing 
to the instability and slow growth of 
external demand for export products, 
growing competition from other areas 
and the protectionist policies of the 


industrialized areas aimed at _ self- 
sufficiency ; 
(iv) Greater dependence on imports for 


domestic supplies, not only of complex 
industrial goods but also of primary 
commodities, mainly raw materials with 
some foodstuffs ; 


1With regard to foreign trade in particular, the aim 
f presenting as much detailed information as possible 
y areas and groups of products has limited the period 
overed to 1955-66. The data given in Part Two, which 
sviews events in 1968, can be used to update some of the 
1ore important series, although certain aspects will be 
‘eated in less detail than others. In view of the way in 
jhich the data are set forth in the basic sources, trade 
as been divided into six categories of products: three 
xr primary commodities (food, raw materials and fuels) 
nd three for manufactures (chemical products, machinery 
nd equipment, and other manufactures). 
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(v) A high degree of concentration in the 
geographical distribution of trade, a 
particularly large volume of transactions 
with the industrialized countries being set 
against very little trading among the 
Latin American countries themselves, or 
between them and other under-developed 
regions or socialist countries ; 

Marked disequilibria in trade balances 
with the industrialized countries, which 
have led to a sort of three-cornered trade, 
in which there are appreciable export 
surpluses in trade with Europe and import 
surpluses in transactions with the United 
States. 

These characteristics have become accentuated 
in recent years at a time when world trade has 
been growing exceptionally fast and has under- 
gone far-reaching structural changes. The 
following are some of the main features of these 
changes and their repercussions on Latin 
America’s foreign trade: 

(i) The relative share of industrial products in 
world trade flows has increased con- 
siderably at the expense of the share of 
primary commodities; 

(ii) The major industrialized regions have 
greatly reduced their deficit position in 
world commodity trade and in some cases 
have become net exporters; 

(iii) In the face of these changes, intra-Latin 
American trade is making insufficient 
progress, and trade between Latin Ameri- 
ca and other under-developed regions 
seems to have come to a standstill; 


(iv) Import substitution in manufactures has 
not prevented a rapid deterioration from 
taking place in the deficit position of 
chemical products and machinery in 
Latin America’s foreign trade, and has 
merely served to stabilize the negative 
balance for “‘other manufactures”, while 
the absolute value of imports has been 
rising; 

(v) Although Latin America has favourable 
net trade balances for the three categories 


(vi) 


of primary commodities, the absolute 
value of regional imports has remained 


constant for fuels only, while imports of © 


foodstuffs and raw materials have con- 
tinued to increase. 


Data bearing out most of these general argu- 
ments are presented in tables 32 and 33. 


It will be seen that primary commodities 
accounted for nearly 87 per cent of the region’s 
entire exports up to 1966, and as much as 95 per 
cent if semi-finished non-ferrous metal products, 
which appear under the heading of “other manu- 
factures’’, are included. About 73 per cent of its 
imports consist of industrial goods. If trade 
within Latin America is discounted, the shares of 
primary commodities in exports and of manu- 
factures in imports both increase. 


These figures make it clear that there have been 
no appreciable changes in the structure of Latin 
America’s foreign trade. The process of in- 
dustrialization, which is based essentially on im- 


port substitution, is not reflected in the com- — 
position of exports, and has had relatively li 4 
effect on the structure of imports since 1955. 
Where it has, it has mainly altered the relative © 
importance of different types of manufactures, 
for example, the share of “other manufactures” — 
has decreased while those of chemical products 
and of machinery and equipment, including 
motor vehicles and spare parts, have expanded. 


In this sense, intra-Latin American trade shows — 
a different pattern, although in absolute terms its) 
carries little weight in over-all trade. In 1955, — ; 
nearly 90 per cent was primary commodity trade, — : 
while manufactures accounted for less than 11 
per cent. By 1966, the latter’s share had risen to 
over 30 per cent (70 per cent of the region’s 86 — 
million dollars’ worth of exports of machinery — 
went to the Latin American countries, as did a — 
fifth of the miscellaneous manufactures and more 


than a third of the chemical products). i 
Generally speaking, the persistence of this — 


Table 32. Latin America: trade by 


(mill 
Citegorier of goods Total Developed regions United States j 
ea to the Year = 7 
“rile ports ports Balance ort, ports Balance tras | eee 
Total® 1955 7,970 7,060 910 6,170 5,670 500 3,510 3,300 2 \ 
1960 8,590 7,940 650 6,750 6,640 110 3,600 3,550 3 
1965 11,060 9,320 1,740 7,990 7,170 820 3,530 3,730 —20 
1966 11,660 10,410 1,250 8,600 8,080 520 3,870 4,170 —30 
Food (0 and 1) 1955 3,760 890 2,870 3,230 510 2,720 1,920 345 1S 
1960 3,810 880 2,930 3,260 570 2,690 1,800 390 ig 
S 1965 4,870 1,090 3,780 3,580 570 3,010 1,550 350 1,2 
1966 5,090 1,250 3,840 3,850 680 3,170 1,720 425 1,28 
Raw materials (2 and 4) . 1955 1,540 550 990 1,300 280 1,020 500 145 
1960 1,590 470 1,120 1,360 275 1,085 540 155 
1965 2,130 660 1,470 1,760 380 1,380 540 240 3 
1966 2,320 690 1,630 1,910 360 1,550 580 225 3 
Fuels (3) 1955: 1,900 640 1,260 970 155 815 690 145 : 
1960 2,350 630 1,720 1,390 135 1,255 900 120 7 
1965 2,740 600 2,140 1,720 115 1,605 930 105 : 
1966 2,700 670 2,030 1,690 145 1,545 970 135 
Chemical products (5) 1955 85 620 —535 65 600 —535 35 365 —-3 
1960 110 790 —680 94 740 —646 63 gg 
1965 160 1,090 —930 94 970 —876 59 480 — 2 
1966 200 1,260 —1,060 120 1,130 —1,010 a3 540 —46) 
Machinery (7) 1955 12 +~—-2,220 —2,208 5°93. 18)" 20975 7 ae 131 
1960 19 3,010 —2,991 13 2,930 —2,917 9 1,570 —1, 56 
1965 64 3,410 —3,346 12 3,150 —3,138 6 1,680 —1,6 7 
1966 86 3,880 —3,794 ai 3,570 —3,549 13 1,870 —1,85 
Other manufactures (6 and : | 
8) f : hep) 660 1,900 —1,240 600 1,730 —1,130 345 790 —44 
1960 680 1,960 —1,280 680 1,780 —1,100 265 740 —- 
1965 1,060 2,300 —1,240 820 1,840 —1,020 420 750 — 
1966 1,240 2,490 —1,250 1,000 2,030 —1,030 505 850 — 
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ype of structure with primary commodities 
redominating in exports and manufactures in 
mports is matched by the geographical distri- 
yution of trade. In the last few years, about three 
juarters of Latin America’s exports have been 
hannelled towards the industrialized areas, and 
his proportion rises to 80 per cent if the socialist 
ountries of Eastern Europe are included. On the 
ide of imports, these areas together supplied 85 
yer cent of Latin America’s purchases. Only a 
ifth of its exports go to the developing countries 
ind mainland China. About half of this repre- 
ents trade within Latin America, which, added 
o exports of Venezuelan petroleum to Aruba and 
Suragao totals 17 per cent. Thus only 3 per cent 
s left for exports to Asia, Africa, the Middle 
3ast and mainland China. The geographical 
wrigin of Latin America’s imports is divided in 
nuch the same way. 


Some of the changes that took place in the 
yenchmark period were largely due to Cuba, 


tegories of goods, 1955-66 


since the shift in its trade flows raised the share 
of the socialist countries. Trade with the develop- 
ing countries fell off slightly, but in this case the 
main cause seems to have been the decline in 
exports from Venezuela to Aruba and Curagao. 


If specific industrialized areas or countries are 
considered, it will be seen that fairly pronounced 
changes occurred. For instance, the United 
States’ share of Latin American exports dropped 
considerably between 1955 and 1966, both in 
over-all terms and in each category of products. 
In 1955, the United States market took 44 per 
cent of Latin America’s exports, whereas in 1966 
it received only 33 per cent. Foodstuffs were 
particularly affected, as their share shrank from 
51 to less than 34 per cent, and total sales declined 
as well. The United States’ share of Latin 
America’s imports also dwindled, except in raw 
materials, but less than in the case of exports. In 
other words, while Latin America’s trade with 
the United States slackened off in relative terms, 


ars) 
Canada EEC EFTA United Kingdom Orhan Ee 
a Balance ons ae Balance ee Ram Balance ae eae Balance Ean es Balance 
165 —45 1,240 1,210 30 870 670 200 560 320 240 310 350 —40 
195 —50 1,580 1,560 20 1,010 900 110 740 480 260 270 420 —150 
300 20 2,220 1,630 590 1,070 870 200 680 445 235 390 425 —35 
340 —50 2,290 1,830 460 1,120 950 170 700 445 255 420 505 —85 
49 14 620 43 577 460 52 408 259) 1D 240 205%. 31). 168 
46 —4 790 47 743 470 s¥f/ 413 SOOM sh7 283 170 40 130 
89 —46 1,210 50 1,160 430 56 374 205 24 181 2257 (232 193 
82 —41 1,230 73 1,157 445 67 378 200, 32. 168 2454-35 210 
13 —9 375 28 347 185 38 147 135 3 132 507.935 15 
33 —24 420 23 397 205 27 178 170 9 161 3518 17 
39 —17 570 30 540 215 26 189 180 5 175 35: 521 14 
aa —18 590 28 562 240 26 214 195 4 191 4550122. 23 
— 36 105 5 100 115 3 112 78 3 75 37 — 37 
1 86 125 6 119 240 4 236 195 4 191 455 — 45 
255 145 8 137 310 2 308 220 2 218 90 — 90 
a 225 145 8 EW, PAB) 2 273 195 2 193 80 — 80 
20 —18 14 125 —ll1 9 78 — 69 ding 390 nr — 32 2+ 39: 37 
10 -9 19 210 —191 8 105 —97 6 48 —42 2 STS 
11 —10 20 325 —305 Oy P2585 116 7 56 —49 269 Or 
13 —12 24 385 —36l 12 150 —138 Se 165) a Ol Se Oo ea ih 
29 —29 2 540 —538 — 245 —245 — 135 —135 — 110 —110 
26 —26 2 750 —748 2 450 —448 2 285 —283 — 165 —165 
66 — 66 3 740 —737 2 425 —423 1 245 —244 1 180 —179 
105 —104 4 820 —816 2 440 —438 1 235 —234 1 205 —204 
Saha 2 ah 140 460 —320 100) 2407 140 86115) 29 14° 125° 111 
78 —75 230 520  —290 105 255 —150 Towle 37 27 140 —113 
93 —89 260 455 —195 105 235 —130 80 105 —25 25 130 —105 
105  —100 295 495 —200 145. 250 —105 105 100 5 40 150 —110 


Table 32. Latin America: trade by regi 


(Mill 
Categories of goods ere Japan Developing regions ne 
acare ee tees Ex- Im- Ex- Im- Ex- Im- Ameri 
‘ ports ports Balance ports ports Balance ports ports Balance ! 
Total? 1955° > 180), 120 60 230 180 50 1,620 1,250 370 76 
1960 140 130 10 2A0 ie 2754 6 = 35 1,540 1,060 480 68 
1965 340 200 140 480 410 70 2,130 1,430 700 1,08 
1966 420 280 140 570 465 105 2,180 1,520 660 1,18 
Food (0 and 1) 1955 110 20 90 54 2 52 435 375 60 36 
1960 80 26 54 75 5 70 350 280 70 26 
1965 240 19 221 92 2 90 500 385 115 36 
1966 295 2560270 100 3 97 530 405 125 39 
Raw materials (2 and 4) . 1955 50 39 11 170 1 169 155 265 —110 14 
1960 15 22 —7 160 3 157 125 180 —55 9 
1965 55 14 4) 345 5 340 240 225 15 17 
1966 50 18 BD 415 8 407 265 255 10 19 
Fuels (3) 1955 15 1 14 -— 1 —1 940 460 480 17 
1960 25 — 25 1 1 0 980 450 530 26 
1965 45 1 44 27 1 26 1,020 380 640 21 
1966 40 _ 40 32 1 31 1,000 425 S75 23 
Chemical products (5) 1955 2 7 —5 3 5 —2 14 15 —1 1 
1960 1 5S —4 2 d —5 15 18 —3 1 
1965 2 15' —13 2 18 —16 60 70 —10 ‘5 
1966 3 15 -—12 4 26 —22 75 76 +1 6 
Machinery (7). 1955 15) 45 rag Waa ee 6 6 0 = 
1960 — 20 —20 — 120 —-120 7 8 —1 ‘a 
19655 — 75 —75 — 155 —155 51 52 -1 5 
1966 1 140 —139 — 190 —190 64 66 —2 6 
Other manufactures (6 and ; 
8) 1955 5 50 —45 1 140 —139 65 125 — 60 : 
1960... 35.455 50 7. 140002133 60 125. bcs6a 5 
1965 10 70 —60 22 225 —203 230 295 —65 22 
1966 25 85 —60 26 240 —214 235 285 —50 23 
Source: United Nations, Monthly Bulletin of Statistics (March 1968). “ 


the balance of their transactions changed in 
magnitude and nature, since from being a net 
exporter in 1955 (with a surplus of some 200 
million dollars) Latin America had an import 
surplus of 300 million dollars in 1966. 


Latin American exports to the group of 
countries forming the European Economic 
Community (EEC) increased considerably from 
15.6 per cent in 1955 to nearly 20 per cent in 
1966, while its imports remained at approxi- 
mately the same level (just over 17 per cent). 
Thus, from having a more or less even balance of 
trade with EEC in 1955, Latin America achieved 
a large export surplus by 1966. 


The group of countries that make up the 
European Free Trade Association (EFTA) have 
lost ground in Latin America’s exports and 
imports, and Latin America continues to hold an 
export surplus of about 200 million dollars a year 
with them. This deterioration in relative and 
absolute terms has been largely due to its trade 
with the United Kingdom, since Latin America 
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imports more from the other EFTA countries” 
than it sells to them. 


Owing to these balances, Latin America’s 
trade with the United States and Western Europe 
is three-cornered and this, apart from difficulties 
arising from the structure of trade itself, hampers” 
the region from developing its trade with markets ~ 
that are relatively more dymamic but with which © 
it already has sizeable export surpluses. 4 


In Latin America’s trade with other industria- 
lized areas, Canada ranks foremost, since the 
region, while still a net importer, is stepping up. 
the volume of its transactions with that country. 
Its deficit position is largely due to the fact that 
trade is still on a unilateral basis. Fuels are 
virtually the only item in which Latin America 
has increased its exports, and it remains a net 
importer in all other groups. 


Latin America’s trade with the EFTA countries, | 
excluding the United Kingdom, shows a constant — 
and larger deficit than with Canada. Its only — 
important export is food, those of raw materials — 


nd categories of goods, 1955-66 (continued) 
f dollars) 


Middle East Africa Asia Eastern Europe Mainland China 
al poe Balance nen ots Balance ee pier Balance po! Pasa Balance ae meh Balance 
24 53 —29 41 12 358 32 180 —148 175 140 35 6 3 3 
(25 44 —19 61 37 24 36 140 —104 265° 235 30 41 11 30 
51 99 —48 91 35 56 66 125 —59 730 590 140 205 125 80 
zie; 110 —38 51 47 4 86 110 —24 700 730 —30 185 80 105 
20 — 20 21 3 18 23 8 15 90 5 85 6 — 6 
22 —_— 22 33 6 27, 22 8 14 170 33 137 34 — 34 
43 — 43 72 13 59 18 7 11 610 100 510 185 27 158 
62 _- 62 43 9 34 32 6 26 550 140 410 175 20 155 

2 — 2 2 8 —6 5 115 —110 79 10 69 5 — 5 
1 1 — 3 11 —8 3 73 —70 91 16 75 8 — 8 
5 —_— i 1 4 —3 41 45 —4 115 48 67 9 10 —l 
7 2 5 a 3 —1 36 48 —12 140 64 76 4 / —3 
2 52 —50 18 — 18 3 1 2 —- 23 —23 — — — 
A 40 —38 24 4 20 1 1 — — 47 —47 — _ — 
— 89 —89 15 13 2 3 1 2 — 105 —105 — 1 =1 
— 105 —105 4 26 —22 12 3 9 — 100 —100 _ 1 —1 
Bese Chie Bee ees i. | Sos icy st a 6 6 a 1 10°" =9 
ee RT aah i ae ihe ane cee) eee = 6 his 
_ p 2 — 4 —4 7) 1 2 7 43 —36 — 9 —9 
_ 1 i _— 1 —1 3 — 3 9 49 —40 —_ 8 —8 
Bees al ae LT BE MAR ete oe as Se gay iia Bg BB area 7 Wie 
_ Le -1 _ — — —_— 1 =1 — 66 — 66 — 3 -—3 
— 1 —1 —_ — — — 1 —1 — 195 —195 a 12 —-12 
1 1 — — — —_— 1 3 —2 — 240 —240 — 8 —8 
— 1 —1 — — — 1 60 —59 — 50 —50 — 2 —2 
— 1 —1 1 1S —-14 9 39 —50 1 49 —48 = 6 —6 
2 3 —1 1 4 —3. 1 66 —65 1 100 —99 6 66 —60 
2 3 —1 1 6 —5 72 48 — 46 po Sale ogy a 1S} 6 38 §=—32 


# Excluding section 9 ““Commodities and transactions, not classified according to kind’. 


ind fuels being marginal, whereas its purchases 
of manufactures are rising steadily. To offset 
hese deficits, Latin America is compelled to 
naintain a surplus with the United Kingdom, 
Which limits its possibilities of building up its 
rade with that country. 


Japan is gaining in importance as a buyer and 
supplier for Latin America. Sales to Japan rose 
from 2.9 per cent in 1955 to 4.9 per cent in 1966, 
with increases in the three categories of primary 
sommodities, raw materials in particular. Between 
the same two years, Latin America’s imports 
from Japan expanded from 2.5 to 4.5 per cent, 
which has given it a fairly considerable credit 
balance. 


As regards the developing countries, Latin 
America’s trade with the Middle East is relatively 
very small and shows a deficit. Although the 
Middle East is a net importer of food and manu- 
actures, and, to some extent, of raw materials 
is well, Latin America’s chances of acquiring a 
arger share of that market are limited by its 
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capacity to export manufactured goods and by 
competition from the industrialized areas in 
the supply of primary commodities. Hence, trade 
consists almost entirely in an exchange of food 
for petroleum and even so is adverse for Brazil, 
Argentina and possibly Chile, although the first 
two have the biggest potential for exporting food 
and raw materials, and all three produce textiles, 
clothing and footwear and durable consumer 
goods. Despite the fact that the Middle East 
imported 810 million dollars’ worth of food in 
1966, Latin America’s share of the supply was 
only 62 million dollars, and it provided virtually 
no consumer manufactures although the Middle 
East bought 1.56 million dollars’ worth in that 
year. 


The pattern is repeated in trade with Asia, 
now a net food importer, where Latin America’s 
long-standing deficit is rapidly diminishing, more 
because of a contraction in imports—due to 
import substitution—than because of an increase 
in exports. In 1966, Asia’s food imports rose to 
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2.6 million dollars in value, in which Latin 
America’s share was no more than 62 million. 
More than half the total value came from the 
industrialized countries, and the bulk of this 
from the United States. 


As Cuba’s trade was reorganized and geared to 
Eastern Europe, and Argentina, Brazil, Colombia 
Mexico and Uruguay also traded with that area, 
though on a lesser scale, Latin America’s share 
of the total increased. Cuba has a deficit position, 
while the countries generally have export sur- 
pluses, having met with some difficulty in 
attempting to build up their imports from 
Eastern Europe. Cuba has also set the pace in the 
expansion of trade with mainland China, while 
other countries’ transactions have been largely 
circumstantial, e.g., Argentina’s sales of food 
surpluses. 


As regards the structure of Latin America’s 
trade by types of products and geographical 
areas, the foregoing observations show that it has 
been steadily losing ground in world trade 
lows, owing to a number of factors connected 
with international trade policy and modes of 
internal development and, above all, with the 
changes in the structure of world trade after the 
Second World War. These have been so drastic 
that they should be considered at greater length, 
as they are an essential element for seeing Latin 
America’s current foreign trade problems in the 
right perspective. 


(b) Latin America in the structure and trends 
of world trade 


The expansion of the industrialized economies, 
at least since the mid-nineteen-fifties, has been 
accompanied by a very high rate of growth in 
world trade, although trade in primary com- 
modities and trade in manufactures have 
developed along very different lines. Since de- 
mand for primary commodities has not increased 
at the same rate as demand for manufactures, 
the structure of world trade has been sub- 
stantially modified; relatively speaking, food- 
stuffs, raw materials and fuels have steadily lost 
ground, while chemical products, machinery and 
“other manufactures” have as steadily gained 
(see table 34), 


In 1955, primary commodities and manu- 
factures had an equal share of world trade, but 
the share of the three categories of primary 
commodities has steadily decreased since then. 
In 1966, primary commodities made up only 
38 per cent of total world trade, while manu- 
factures increased their share to 62 per cent. 
This means that the growth rate of trade in 
primary commodities was much lower than that 
of trade in manufactures—little more than half, 
in fact. 


Among primary commodities, raw materials 
(hides, fibres, fertilizers, etc.) have lost the most 
ground. This is due to a number of factors, but 


Table 34. Structure and trends of world trade, 1955-66 


Categories of goods 


Cumulative annual rates 
of growth 


according to the 1955 1960 1965 1966 
SITC sections 1955-60 1960-65 1966 
Foodstuffs (0 and 1) 
Millions of dollars . 18,400 22,310 30,990 32,850 3.9 5.8 6.0 
Percentage of total . 19.7 17.4 16.6 16.1 
Raw materials (2 and 4) 
Millions of dollars . 17,480 21,320 24,770 26,210 4.1 3.1 5.8 
Percentage of total . 18.7 16.7 13.3 12.9 
Fuels (3) 
Millions of dollars . 10,270 12,640 17,920 19,050 4,3 WP 6.3 
Percentage of total . 11.0 9.9 9.6 9.4 
Chemical products (5) 
Millions of dollars . 4,270 7,520 12,220 13,680 9.8 10.2 11.9 
Percentage of total . 5.0 3.9 6.6 6.7 
Machinery (7) 
Millions of dollars . 16,920 27,770 45,690 51,540 10.4 10.5 12.8 
Percentage of total . ; 18.1 21.7 24.5 25.3 
Other manufactures (6 and 8) 
Millions of dollars . 24,200 34,860 51,820 56,940 7.6 8.2 9.9 
Percentage of total . 25.9 273 27.8 28.0 
TOTAL? 
(millions of dollars) 93,540 127,870 186,390 203,480 TS 7.8 91 


Source: United Nations, Monthly Bulletin of Statistics (March 1968). i 
« Excluding section 9 ““Commodities and transactions, not classified according to kind’. 
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mainly to the fall in the prices of primary com- 
modities on the world market, which has re- 
duced the current value of imports and ex- 
ports of these commodities, thus accentuating the 
effects of the sluggish growth in the volume of 
world trade and of the growing number of 
synthetics which have appeared as a result of 
technological progress. In addition, from the 
viewpoint of the exporting countries, some in- 
fluence has been exerted by changes in the 
exports themselves, since some primary com- 
modities are given more processing before being 
sold and are thus reclassified as manufactures. 


The relative share of foodstuffs also declined 
appreciably, but to a lesser degree. Added to the 
long-term factors behind the slow growth of 
world trade, mainly the low income-elasticity of 
demand for foodstuffs, was the declining trend 
in prices over the period, especially for coffee, 
cocoa and sugar. 


Fuels lost comparatively less ground than the 
other two categories of primary commodities, 
and the decline—which was moderate on the 
whole—affected the main supplying areas to 
differing degrees. 


In contrast, the three categories of manu- 
factures strengthened their position. The annual 
rate of growth for chemical products, and 
particularly for machinery, rose to 10 per cent or 
more, and although “other manufactures” 
did not expand at the same rate, they grew 
appreciably faster than primary commodities. 


These very pronounced changes in the 
structure of world trade within a relatively short 
period are mainly responsible for the decline in 
the share of the under-developed countries in 
general, and of Latin America in particular. 
Other factors also exerted a specially strong 
influence in Latin America. In the following 
sections, the consequences of these changes are 
discussed in terms of the share of the various 
regions in world trade, beginning with the 
major geographical regions and ending with 
selected countries having the largest shares in 
world trade. 


(1) World trade by major regions. In very 
general terms, a distinction can be drawn between 
the developed and the developing regions; this 
distinction coincides with a relatively high level 
of specialization in the exports produced and 
with a kind of international division of labour 
which is clearly reflected in the structure of their 
trade. The special features of the socialist 
countries of Eastern Europe make it advisable 
to place them in a separate group. 


Table 35 gives an historical breakdown of 
world trade by regions and by categories of 


goods. 
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In 1966, exports from the develope 
regions totalled more than 140,000 million 
dollars, while~exports from the developing 
regions were less than 39,000 million dollars, aril 
from the socialist countries of Eastern Europe 
approximately 21,000 million dollars. Compared’ 
with 1955, these figures represent an increase of 
more than 100 per cent for the developed regions, 

roughly 60 per cent for the developing regions 
and 125 per cent for the socialist countries a 
Eastern Europe. 


With regard to the features of the trade of eactl 
region, the trade balance of the developed regions 
as a whole showed a favourable trend during 
the decade in question, with an export surplus of 
2,600 million dollars in 1960 and slightly more 
than 2,000 million in 1966. This surplus is the 
outcome of a sizeable deficit in their trade in 
foodstuffs, raw materials and fuels, and a large 
credit balance for their trade in chemical pro- 
ducts, ‘‘other manufactures” and especially 
machinery. At the same time, however, beginning 
in the mid-nineteen-fifties, appreciable changes 
occurred in the relative size of the surpluses and 
in the volume of trade as compared with other 
regions. 

This is particularly striking in the case of 
foodstuffs. The developed regions’ position as a 
net importer declined in both absolute and 
relative terms: net imports of foodstuffs de- 
creased from some 4,200 million dollars in 1955 
to slightly more than 3,600 million in 1966. In 
other words, while exports of foodstuffs from 
the developed regions more than doubled during 
the period, imports rose by not more than 70 
per cent. The significance of these changes will 
be readily appreciated if it is remembered that 
in 1955 the developed regions exported 18 per 
cent more foodstuffs than the developing regions, 
against 80 per cent more in 1966. 


There were similar trends, although less 
pronounced, in trade in raw materials. In 
absolute terms, net imports from the developed 
regions rose between 1955 and 1966, but their 
exports of raw materials climbed more steeply 
than those of the developing regions. The only 
category of commodities in which the developed. 
regions increased their net imports was that of 
fuels. 

The developed countries’ export surpluses 
rose sharply for the first two categories of manu- 
factures—chemical products and machinery— 
and remained relatively constant for “other 
manufactures”. 


A glance at the changes in the composition 
of the imports of the developed regions brings 
out the significance of these trends. In 1955, 
primary commodities made no more than 54 per 


cent of the total, compared with less than 41 
per cent in 1966. This contraction affected 
all three categories; foodstuffs dropped from 
21.9 to 16.3 per cent, raw materials from 22.1 
to 14.5 and fuels from 10.2 to 9.8 per cent. 


These changes in the composition of the 
developed countries’ total imports and the 
sharp increase in their exports of primary com- 
modities were the result of such factors as 
technological progress in the production of 
synthetic substitutes for natural raw materials, 
domestic agricultural development policies, 
restrictions on imports of primary commodities 
from under-developed regions, and growing 
support for the establishment or maintenance 
of exportable surpluses (through price policies 
or special financing arrangements). Hence, the 
developed countries’ former dependence on 
imports of primary commodities gradually 
lessened while their lead in exports of manu- 
factures increased. 


The other side of the picture can be seen in 
the trends and composition of trade in the 
developing regions. Of the three categories of 
commodities, it was only in fuels that they 
strengthened their position as net exporters in 
relative and absolute terms between 1955 and 
1966. The slight increase in the export surplus of 
raw materials (less than 20 per cent over the 
period) was actually a decline in relative terms, 
since their imports increased at a considerably 
higher rate than their exports. There was not 
even an improvement, in absolute terms, in the 
over-all position with regard to foodstuffs; 
there was a slight increase in exports (less than 
30 per cent) but a much more pronounced in- 
crease in imports (round 80 per cent). 


Thus, in contrast to the trends in the developed 
regions, there were few changes in the com- 
position of the trade of the developing regions. 
Primary commodities still made up more than 
30 per cent of total imports, a decrease of some 
35 per cent over 1955, almost entirely due to the 
fact that there was only a very slight increase 
in fuel imports. The combined share of food- 
stuffs, raw materials and fuels in total exports 
dropped from 87.1 to 80.7 per cent during the 
period, while the share of the three categories of 
manufactures, especially “‘other manufactures”, 
increased slightly, to some extent as a result of 
increased exports of some semi-processed inter- 
mediate goods, which were still essentially 
primary commodities. 


From the above it would seem that the tra- 
ditional pattern of trade based on the division of 
labour is becoming increasingly one-sided in 
world trade. While the developing regions con- 
tinue to concentrate mainly on the export of 
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primary commodities, the industrialized regions 
are tending to become self-sufficient in terms of 
these commodities and to generate ever larger 
exportable surpluses in competition with the 
developing countries, while at the same time 
retaining their position as almost the only 
suppliers of chemical products, machinery and, 
to a lesser extent, other manufactured con- 
sumer goods. 

The over-all result is that the external trade 
problems of the developing regions are becoming 
more and more acute. Instead of fostering new 
trade flows and outlets which would increase 
their participationin world markets, the abandon- 
ment of the traditional pattern of trade which 
was not favourable to the developing countries 
has only meant fresh restrictions, with all that 
that involves for the growth of the domestic 
market. 

(ii) Trade in the developed countries. The 
general comments above on the changes in the 
structure of trade in the developed regions 
cannot be applied equally to each of the coun- 
tries concerned (see table 36). 


The trade structure of one group of countries 
—Australia, Canada, New Zealand and South 
Africa—is similar to that of the developing 
regions: net surpluses in their trade in food- 
stuffs and raw materials and a net deficit in their 
trade in manufactures. Nevertheless, apart from 
other sizeable economic differences (income levels, 
levels of living and economic growth rates), the 
trade of these countries has developed in a very 
different way, helped in some measure by the 
preferential treatment which they enjoy but which 
is not extended to Latin America. Their exports 
of foodstuffs and raw materials have grown 
much more rapidly than their imports of these 
commodities, considerably strengthening their 
position as net exporters. Moreover, although 
they continue to be net importers of fuels, the 
amounts they need to import are becoming 
appreciably smaller. Also very significant are 
the differences‘in their trade in manufactures 
(see table 36). For example, although it had a 
large and growing adverse trade balance in 
respect of machinery, Canada exported machin- 
ery to a value of nearly 2,000 million dollars, 
which represents almost a seven-fold increment 
between 1955 and 1966. In “other manufactures”, 
Canada also had a favourable net balance, while 
Australia, New Zealand and South Africa re- 
duced their unfavourable net balances. 


The rapid growth of these countries’ exports 
of foodstuffs and raw materials necessarily 
affected the trade of thedeveloping regions, which 
have surpluses of these commodities. However, 
the development of United States trade had a 
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Table 35. World trade by reg’ 


(Mill 
Developed regions 4 
edit Gold Exports Imports Balance Percentoge 
SITC sections 
Exports Imp 
Total* 1955 60,480 60,960 480 100.0 10 
1960 85,440 82,790 2,650 100.0 10 
1965 128,180 126,530 2,288 100.0 10 
1966 141,450 139,400 2,050 100.0 104 
Foodstuffs (0 and 1) . 1955 9,160 13,340 -4,180 15.1 2 
1960 11,820 15,370 —3,500 13.8 1 
1965 17,690 21,360 -3,670 13.8 i 
1966 19,060 22,670 -3,610 13.5 1 
Raw materials (2 and 4) 1955 8,530 13,480 4,950 14.1 2: 
1960 11,250 16,220 -4,970 13.2 1! 
1965 13,640 19,050 —-5,410 10.6 1. 
1966 14,340 20,280 5,940 10.1 1 
Fuels (3) 1955 3,260 6,220 -2,960 5.4 1 
1960 3,350 8,290 4,940 a9 1 
1965 4,320 12,710 8,390 3.4 i 
1966 4,510 13,630 ~9,120 3.2 f 
Chemical products (5) 1955 4,160 2,700 1,460 6.9 ‘ 
1960 6,550 4,510 2,040 ie) . 
1965 10,620 7,670 2,950 8.3 { 
1966 11,970 8,600 3,370 8.5 ( 
Machinery (7) 1955 14,650 8,160 6,490 24.2 1. 
1960 23,840 14,680 9,160 27.9 1 
1965 39,240 27,740 11,500 30.6 2 
1966 44,780 32,140 12,640 31d 2: 
Other manufactures (6 and 8) 1955 19,320 15,040 4,280 31.9 2 
1960 27,380 21,920 5,460 32.0 2¢ 
1965 40,150 36,160 3,990 313 2! 
1966 44,240 40,320 3,920 31.3 yy 


Source: United Nations, Monthly Bulletin of Statistics (March 1968). 


far greater effect and was the major reason for 
the changes in the structure of world trade and 
the decline in the relative position of the develop- 
ing regions. In 1955, the United States had a net 
deficit of more than 2,000 million dollars on its 
trade in foodstuffs and raw materials, but during 
the next ten years the situation changed rapidly 
and in 1966 it had a surplus of more than 1,000 
million dollars. Between 1955 and 1966, United 
States exports of foodstuffs expanded much more 
rapidly than its exports of manufactures, in- 
creasing by two and a half times. Its imports of 
foodstuffs and raw materials over the same 
period grew by only 39 and 14 per cent res- 
pectively, while the steady increase in the United 
States adverse trade balance on fuels and “other 
manufactures” did not mean that the developing 
regions supplied a larger quantity of those 
commodities. 


In contrast to these trends in United States 
trade, trade between the developing countries 
and the EEC and EFTA countries and Japan 
continued to be characterized by greater com- 
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plementarity and specialization. This situation is 
also tending to deteriorate, however, owing to 

competition from other developed regions and 

the establishment of common markets. 


Between 1955 and 1966, EEC trade virtually 
tripled in value, totalling more than 50,000 
million dollars in 1966. This confirmed the fact. 
that EEC was the largest and fastest-growing 
market in the developed regions, and strengthened 
its position as a net importer of the three 
categories of primary commodities. The rapid 
growth of its imports, however, was not re-~ 
flected in a corresponding growth of exports from 
the developing countries, since the increase was 
due to trade between the developed countries, 
which accounted for some 45 per cent of the 
total. Hence, in the period 1955-66 the EEC 
countries raised their level of self-sufficiency 
from 24 to 32 per cent in foodstuffs and from 13 
to 21 per cent in raw materials. Only in fuels was 
their degree of self-sufficiency reduced (from 33 
to 22 per cent), which was presumably of 
benefit to certain specific areas. 


y categories of goods, 1955-66 


lars) 
Developing regions Socialist countries of Eastern Europe 
Exports Imports Balance Percentage Exports Imports Balance Percentage 
distribution distribution 
2 : Exports Imports Exports Imports 
23,730 23,140 590 100.0 100.0 7,910 7,320 590 100.0 100.0 
27,390 29,140 -1,750 100.0 100.0 12,970 12,910 60 100.0 100.0 
36,490 37,580 —1,090 100.0 100.0 19,710 19,030 680 100.0 100.0 
38,900 40,780 —1,880 100.0 100.0 20,910 19,650 1,260 100.0 100.0 
7,720 3,570 4,150 32:5 15.4 1,060 1,370 -310 13.4 18.7 
8,110 4,710 3,400 29.6 16.2 1,840 2,000 -160 14.2 15.5 
10,380 5,900 4,480 28.4 slog 2,290 3,180 -890 11.6 16.7 
10,530 6,430 4,100 27.1 15.8 2,540 3,120 -580 12.1 15.9 
6,970 1,880 5,090 29.4 8.1 1,350 1,880 —530 WEL 25.7 
7,640 2,150 5,490 2D, 7A 1,760 2,480 -720 13.6 19,2 
8,190 2,550 5,640 22.4 6.8 2,340 2,750 -410 11.9 14,5 
8,640 2,700 5,940 22.2 6.6 2,670 2,850 -180 12.8 14,5 
5,990 2,720 3,270 phat 11.8 1,100 690 410 13.9 9.4 | 
7,650 2,900 4,750 279) 10.0 1,620 930 690 12.5 V4 
11,310 3,250 8,060 31.0 8.6 2,260 1,320 940 THES 6.9 
12,220 3,440 8,780 31.4 8.4 2,300 1,280 1,020 11.0 6.5 
240 1,630 -1,390 1.0 7.0 295 240 55 BPEL 33 
300 2,200 -1,900 deat 75 620 560 60 4.8 4.3 
510 3,210 -2,700 1.4 8.5 1,020 1,080 -60 5.2 57. 
580 3,660 3,080 1.5 9.0 1,050 1,150 -100 5.0 59) 
125 5,390 -5,265 0.5 23.3 2,130 1,740 400 26.9 23.4 
190 8,030 -7,840 0.7 27.6 3,730 3,150 580 28.8 24.4 
395 11,460 -11,065 al 30.5 6,000 5,550 450 30.4 Pipe 
495 12,420 -11,925 1e3 30.5 6,230 5,940 290 29.8 30,2 
2,700 6,720 4,020 11.4 29.0 1,910 1,400 510 24.1 19,1 
3,400 8,100 4,700 12.4 27.8 3,280 3,700 420 25.3 28.7 
5,490 10,140 4,650 15.0 27.0 5,410 5,050 360 27.4 26.5 
6,290 10,790 -4,500 16.2 26.5 5,610 5,220 390 26.8 26.6 


Excluding section 9 ‘Commodities and transactions, not classified according to kind’. 


Other factors are at work in the EFTA 
countries, whose world trade is comparable in 
volume to that of the United States although it 
does not grow at the same pace. The fact that 
their net trade balance was persistently negative 
meant that increases in imports were very 
closely linked to trends in exports; this is clear in 
foodstuffs and raw materials, for which the net 
unfavourable balance remained virtually con- 
stant after 1960. The position of the EFTA 
countries as net importers of fuels strengthened 
appreciably, but the benefits were limited to 
certain developing regions. 

The situation is similar under the head of 
“other manufactures”’, export surpluses of which 
decreased. 

Within this general picture, Japan is the only 
developed country which still retains the tra- 
ditional structure of world trade obtaining in 
the thirties. Its economic growth since the 
Second World War has transformed it into an 
importer of increasing quantities of foodstuffs, 
raw materials and fuels, mainly from the 
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developing countries, despite the competition 
from sources of supply in developed countries. 
On the other hand, its growing export surplus 
in machinery, chemical products and “other 
manufactures” easily offsets its heavy import 
needs of primary commodities. Japan’s exports 
of machinery, for example, rose from 245 million 
dollars in 1955 to 3,310 million in 1966. 


(iil) Trade in the developing countries. The 
drop in the developed countries’ net imports of 
primary commodities was not matched by 
countervailing changes in the developing 
countries’ imports of manufactures. Moreover, 
trade in primary products followed varying 
courses in the different developing regions (see 
table 37). 

Between 1955 and 1966, Latin America and 
Africa had an over-all export surplus in food- 
stuffs, raw materials and fuels, with different 
rates of growth for each. The Asian countries, 
on the other hand, changed from being net 
exporters of foodstuffs to being net importers, 
and their adverse position with regard to fuels 


Categories of goods United States 


EFTA countries” 


EEC countries* 


according to the y EEC 
SITC sections Exports Imports Balance Exports Imports Balance wae Exports Imports Balance 
Total® 1955 15,430 11,390 4,040 18,920 19,240  —320 6,210 14,030 16,180 —2,150 
1960 20,410 14,840 5,570 29,730 28,150 1,580 10,250. 18,500 21,430 —2,930 
1965 27,190 20,890 6,300 47,900 46,670 1,230 20,820 26,100 29,300 —3,200 
1966 30,000 24,580 5,420 52,630 51,020 1,610 23,230 27,990 30,930 —2,940 
Foodstuffs 
(0 and 1) 1955 2,100 3,120 —1,020 2,410 4,030 —1,620 950 1,520 4,400 —2,880 
1960 3,150 3,410 —260 2,940 5,200 —2,260 1,300 1,870 4,950 —3,080 
1965 4,520 3,880 640 4,880 8,340 —3,460 2,620 2,640 5,700 —3,060 
1966 5,190 4,330 860 5,040 8,690 —3,650 2,790 2,800 5,860 —3,060 
Raw materials 
(2 and 4) 1955 1,810 2,870 —1,060 1,230 4,920 —3,690 620 1,610 3,500 —1,890 
1960 3,080 3,070 10 1,690 6,100 —4,410 970 1,810 3,820 —2,010 
1965 3,330 3,140 190 2,540 7,410 —4,870 1,520 2,260 3,990 —1,730 
1966 3,430 3,280 150 2,740 7,870 —5,130 1,670 2,270 3,920 —1,650 
Fuels (3) 1955 1,130 1,170 —40 1,590 2,100 —510 690 420 1,630 —1,210 
1960 810 1,630 —820 1,800 2,890 —1,090 870 430 2,000 —1,570 
1965 950 2,100 —1,150 2,210 4,770 —2,560 1,100 520 2,790 —2,270 
1966 980 2,230 —1,250 2,250 5,150 —2,900 1,120 540 2,970 —2,430 
Chemical 
products (5) . 1955 1,120 335 785 1,560 820 740 335 1,040 720 320 
1960 1,800 450 ~=—-:1,350 2,710 1,600 1,110 710 1,540 1,190 350 
1965 2,400 680 1,720 4,740 2,940 1,800 1,580 2,310 1,920 390 
1966 2,680 850 ~—:1,830 5,390 3,370 2,020 1,900 2,530 2,040 490 
Machinery (7). 1955 5,460 510 4,950 4,400 2,160 2,240 970 4,060 1,850 2,210 
1960 7,010 1,660 5,350 8,940 4,220 4,720 2,060 6,160 3,630 2,530 
1965- 10,020 3,290 6,730 15,730 9,260 6,470 3,270 8,930 6,120 2,810 
1966 11,160 5,000 6,160 17,660 10,170 7,490 3,490 9,770 6,660 3,110 
Other 
manufactures 
(6 and 8) 1955 3,180 3,340 —160 7,480 4,470 3,010 2,470 4,910 3,710 1,200 
1960 4,080 4,530 —450 11,340 7,380 3,960 3,940 6,310 5,520 790 
1965 4,920 7,650 —2,730 17,230 13,270 ° 3,960 7,950 8,910 8,360 550 
1966 5,430 8,690 —3,260 18,940 15,180 3,760 9,120 9,590 9,060 530 2,2 


Source: United Nations, Monthly Bulletin of Statistics (March 1968). 
® Belgium and Luxembourg, the Federal Republic of Germany, France, Italy and 


the Netherlands. 


worsened, which restricted the growth of im- 
ports of other types of goods. The Middle 
Eastern countries’ deficit in foodstuffs increased, 
they continued to show very small export 
surpluses in raw materials, while considerably 
increasing their exports of fuels, which actually 
pay for their net imports of other categories of 
goods. 


The determining factors behind the changes 
in the size or the type of the trade balances vary 
from region to region, depending on the goods 
concerned. In Latin America, the increases in 
the export surpluses of primary commodities 
were the result of similar increases in exports 
and imports of foodstuffs and of the fact that the 
absolute value of imports of raw materials and 
fuels remained virtually constant. In other words, 
import substitution had relatively more in- 
fluence in some cases than increased exports. 
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Between 1955 and 1966, the disequilibrium 
in the developing countries’ trading manu- | 
factures became more pronounced, particularly | 
in chemical products and machinery, in which } 
exports from the developing countries are still | 
small in absolute terms and for which they 
still depend largely on imports. There was sub- | 
stantial progress in exports of ‘‘other manu-} 
factures”, although these were basically semi- } 
processed primary commodities, while there was | 
a parallel increase in imports of these manu- | 
factures. As a result, the unfavourable trade } 
balance in respect of ‘‘other manufactures” 
rose considerably in the Middle East, remained }. 
constant in Latin America and Africa, and fell 
slightly in Asia. 

The disequilibria in the trade balances on }, 
chemical products, machinery and “‘other manu- 
factures” were offset by the net surplus on 


| 


ialized countries, 1955-66 


ars) 

‘ts Imports Balance Exports Imports Balance Exports Imports Balance Exports Imports Balance 
0 2,170 — 160 4,390 4,390 os 2,450 2,530 — 80 930 1,320 — 390 
0 3,880 170 5,550 5,420 130 2,790 3,020 — 230 1,120 1,490 —370 
0 6,840 1,616 8,110 7,840 270 3,910 4,030 —120 1,480 2,380 — 900 
0 8,080 1,700 9,550 9,070 480 4,140 3,780 360 1,680 2,250 —570 
5 560 — 425 900 415 485 1,000 210 790 200 74 126 
0 510 —240 1,020 550 470 1,110 185 925 245 75 170 
5 1,320 —975 1,580 710 870 1,700 225 1,475 330 95 235 
5 1,440 —1,055 1,820 770 1,050 1,650 210 1,440 330 140 190 
5 1,070 —955 1,350 370 980 1,230 195 1,035 400 105 295 
5 1,860 —1,705 1,860 465 1,395 1,300 255 1,045 475 115 360 
0 2,500  —2,250 2,280 660 1,620 1,510 270 1,240 530 140 390 
5 3,090  —2,835 2,400 650 1,750 1,650 255 1,395 510 125 385 
7 205 — 198 59 395 — 336 13 240 —227 16 91 —75 
7 530 —513 150 430 —280 65 290 —225 18 98 — 80 
0 1,300  —1,270 415 610 —195 98 305 —207 43 135 —92 
2 1,460  —1,428 460 640 — 180 115 295 — 180 54 130 —76 
4 100 —6 245 260 — 150 24 135 -111 41 81 —40 
0 240 —70 190 335 —145 38 220 — 182 44 105 —6l 
10 355 195 290 465 —175 85 355 —270 51 170 —119 
0 425 245 345 510 —165 105 360 —255 55 185 — 130 
5 110 135 285 1,450 —1,165 40 750 —710 43 420 —377 
0 340 600 430 1,910 —1,480 62 930 — 868 51 540 — 489 
10 660 1,980 1,190 3,090 —1,900 140 1,510  —1,370 66 1,060 —994 
(0) 720 2,590 1,930 3,980  —2,050 155 1,490  —1,335 88 1,010 —922 
0 716 1,324 1,540 1,190 350 130 930 — 800 225 500 —275 
) 285 2,225 1,900 1,530 370 185 1,070 — 885 280 520 — 240 
«4 670 3,920 2,320 2,120 200 355 1,220 — 865 415 750 — 335 
0 890 4,180 2,540 2,360 180 440 1,110 — 670 560 640 —80 

> Austria, Denmark, Norway, Portugal, Sweden, Switzerland and the United 

Kingdom. 
ia es Excluding section 9 ‘Commodities and transactions, not classified according to 
_kind’’. 


sximary commodities. Throughout the period, 
his net surplus was more than enough to 
sover the deficits in Latin America and the 
Middle East, while in Asia the deficits increased, 
d in Africa they were not covered until 1966, 
hen there was a net surplus for the region as a 
whole. Latin America achieved this result thanks 
‘0 slower growth of its imports than any other 
Jeveloping region—less than 50 per cent 
yetween 1955 and 1966—while Asia’s imports 
ulmost doubled, Middle Eastern imports more 
‘han doubled and Africa’s rose by 80 per cent. 


_(iv) World export trends. Since the mid- 
tineteen-fifties, the share of manufactures in 
world trade has increased, while that of primary 
tommodities has declined. This is due to a 
qumber of factors, which include differing 
‘elative price trends for the two types of goods, 
nore dynamic growth in the industrialized 


economies, and the efforts of these economies to 
achieve a greater measure of self-sufficiency in 
primary commodities. 


In view of its importance, the problem should 
be looked at from other angles, for example, 
in terms of the world export trends by countries 
and regions and by categories of goods (see 
tables 38 and 39). 


World exports have sustained a relatively high 
growth rate, which has been more rapid in the 
sixties than in the second half of the fifties. This 
was the case in almost all regions, except in 
Eastern Europe (where the rate did not rise so 
much although it remained above the world 
average) and mainland China. 


Throughout the period 1955-66 the exports of 
the developing regions grew at a lower rate than 
those of the industrialized regions and the 
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countries of Eastern Europe, and—logically 
enough—the difference between the two was 
greatest when the prices of primary com- 
modities were at their lowest. Between 1955 and 
1959, when the prices of primary commodities 
fell steadily, the annual growth of exports from 
the developing countries was only 2.9 per cent 
while that of exports from the industrialized 
countries was 7.2 per cent. During the following 
period (1960-66), when prices for primary com- 
modities were more stable with some even re- 
covering lost ground, and world trade was in a 
more buoyant state, the exports of the developing 
countries did grow more rapidly. But even so, 
they did not grow so fast as the exports of the 
developed countries, the annual rate of increase 
being 6 per cent compared with 8.8 per cent for 
the developed countries. Hence, the share of the 
developing regions in world exports steadily 
declined, dropping from 25.4 per cent in 1955 
to 21.4 per cent in 1960 and 19.1 per cent in 
1966. Over the same period the share of the 
industrialized countries rose from 64.7 per cent 
in 1955 to 66.8 in 1960 and 69.5 in 1966. 


Some industrialized countries—for example, 
the United States, the EFTA group, Australia 
and New Zealand—showed growth rates that 
were below the over-all average, and their 
relative shares only just remained constant or 
even declined. In contrast, Japan’s exports grew 
very rapidly, at an annual rate of 15 per cent, as 
did those of the EEC countries to a lesser extent 
(10 per cent), and Canada. As a consequence, 
the EEC countries increased their share of ex- 
ports—the largest for the industrialized regions 
—Japan more than doubled its share, and 
Canada recovered some of the ground it had 
previously lost. It is noteworthy that the growth 
of the EEC countries’ exports was increasingly 
due to the expansion of trade within the Commun- 
ity, so that gains in intraregional trade helped to 
cushion the effect of the decline in their share of 
world exports. 


Among developing regions, the Middle East 
slightly increased its share of exports, while 
Africa lost some ground. In both cases, the most 
positive factor was the favourable trend of the 
world petroleum market. During the period 
1960-66 in particular, the boom in petroleum 
exports from Libya, Nigeria, and to a lesser 
Jegree Algeria, was the reason for the relatively 
rapid increase in exports from Africa; but even 
30, the growth rate did not equal that of world 
>xports as a whole. 

Export trends were much less favourable in 


Latin America and Asia, whose exports grew 
ut a slower rate than those of any other region, 
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thus substantially reducing their share of world 
exports. 


A clearer picture of other aspects of this 
process can be gained from a consideration of 
export trends by types of goods, which are 
closely linked to the changes in the shares of the 
various regions. 


As noted above, manufactures (machinery, 
chemical products and “other manufactures’’) 
had the highest growth rate of all world exports, 
while exports of primary commodities (food- 
stuffs, raw materials and fuels) grew at a much 
slower pace.” This in itself would be enough to 
increase the share of the developed regions; but the 
situation was made much worse by the fact that 
the exports of primary commodities from the 
developed regions grew faster than those of the 
developing regions. 


The average annual growth rate of the 
industrialized countries’ exports throughout the 
period 1955-66 was 2.4 times that of the develop- 
ing countries for foodstuffs, and almost double for 
primary commodities; only in fuels did the 
developing regions achieve a favourable trade 
balance (see table 37). 


If the three main food-supplying areas in 1955 
are compared, it will be seen that Latin America’s 
share of world exports (20.4 per cent) was much 
larger than those of the United States (11.4 per 
cent) and the EEC countries (13.1 per cent). In 
1966, the share of the United States and the EEC 
countries had risen to 15.8 and 15.3 per cent 
respectively, while Latin America’s had fallen to 
15.5 per cent, i.e., a 25 per cent drop. During the 
same period, United States exports of food- 
stuffs outstripped all three categories of manu- 
factures, while the annual growth rate for the 
EEC countries was some 7 per cent. In general, 
the formation of large exportable surpluses, 
combined with policies to promote self- 
sufficiency in the developed countries, reduced 
potential export markets for Latin American 
foodstuffs. Nor did the special financing arrange- 
ments for placing exportable United States 
surpluses (Public Law 480) or the protectionist 
tariffs applied by the EEC countries and their 
efforts to find other sources of supply encourage 
Latin America to expand its production of 
foodstuffs. 


2Taking 1 as the average rate of growth of world 
exports, the relative growth rates were as follows: 
machinery, 1.5; chemical products, 1.4; “other manu- 
factures”, 1.1; fuels, 0.8; foodstuffs, 0.7; and raw 
materials, 0.5. In other words, on the average, in relation 
to total exports, exports of machinery grew three times 
as fast as exports of raw materials and about twice as 
fast as foodstuffs and fuels. 


Table 38. World export trends, by regio 


World exports pial 
Countries 

and regions 1966 1960 1966 1966 1960 1966 

1955 1955 1960 1955 1955 1960 

Total® . : : : oi aed 6.4 8.1 5.4 3.9 6.7 
Developed regions : é 2» 80 12, 8.8 6.9 5.2 8.3 
United States . : 6.2 5.8 6.6 8.6 8.4 8.7 
European Economic Community 9.7 9.5 10.0 6.9 4.1 9.4 
EEC trade . ‘ LW RY! 10.5 14.6 10.3 6.5 13.6 
European Free Trade Area s - 965 Shep al 5:7 4.2 7.0 
EFTA trade ‘ ees st) 6.2 10.4 5:7 3.4 hel 
Japan . : : : TASS 15.0 15.8 10.0 14.9 6.1 
Canada . E PRS: 4.8 9.5 6.6 2.5 10.1 
Australia and New Zealand Sty. 2.6 6.8 4.7 21 6.8 
Developing regions . ‘ oye 6 2.9 6.0 2.9 1.0 4.5 
Latin America : ‘ pS is 5.2 2.8 0.3 49 
Latin American trade . ReerY. i! —2.2 9.6 0.7 —6.3 7.0 
Asia : : : : a 2 pry 4.1 3.0 2h Se7 
Africa . : : ‘ ao 3.7 7.9 25 1.3 i) 
Middle East . ‘ 78:0 6.9 9.0 5.2 0.5 9.3 

Centrally-planned economies 

Eastern Europe A g ee 10.4 8.3 8.3 1d. 35 
Mainland China. ‘ 4.1 Tek £3 4.0 Pei 5.5 


SourcE: ECLA, on the basis of United Nations, Monthly Bulletin of Statistics (March 1968). 
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Table 39. Composition of world exports, 


(Pere 

| 

World exports Foodstuffs (0 and 1) Raw materials (2 and 4) _ | 

Countries and regions = 

1955 1960 1965 1966 1955 1960 1965 1966 1955 1960 1965 val ! 

Total® . ‘ 2 < . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 10 
Developed regions : : . 64.7 668 68.8 69.5 49.7 53.0 57.1 580 48.8 52.8 55.2 Sa 
United States . 3 4 » 165° 160. 14.6 14.7 11.4 914.1. 14.6 15.8  A0.4 eae i 

European Economic Community 20.2 23.3 25.7 25.9 13.1 13.2 15.7 15.3 7.0: 137 920 

EEC trade . : LO Gue SOeahten.. Lies SQ sneS:8' TS Sige 8:5 3.5: 4:5 "oRGse 

European Free Trade Area LAHSO" A1G8V 2140: - 13:8 Bi Baw t St be SS 9.2.06 4S 55 oe | 
EFTA trade . ; SA 2 Ma WS Dein 25 U2 Sete 2.0 2.6ot v2.3 Ge | 
Japan . ; : : Y 28 A 82h 45) 48 07 12 1.1.12. 9 OO 
Canada .  Atien4s 44 “47 49" £6. Sl as 7? 830) Sea 

Australia and New Zealand ~ 2.6) 22a 220 340 0) fo) eo 70° 66> Ga 

Developing regions . 3 » 254 214 195 191 ©41.9° 364° 33:5°-32.1- [39:9 “358 esoeeeee 
Latin America : : 3. 8D e652 59) S520 ATI AAS PSS 8.8) 15" SSioremaE 
Asia. : : F PETES | h GOmOnSO) TAS 9:3 8.6" 8:0 (7.20 0*418.4 415 eee 
Africa . : : : EAL] UMA DAD Aad 95 . 8.4. 7.4.70) 104° 10.49 29:6 eee 

Middle East . goes SESS ee PERSSON, SEO 11250:9% M0 eae 13>, 09, S02 aaee 

Centrally-planned economies i Aon Whore Led EL 84 10.6 94 99 113 Titer 

Eastern Europe : é Sia lO. BLOG. 103 538) (NS 28a ST Ta “832.5050 ae 

Mainland China. a LS tle Oral 1.1 D672 Ar OPNO B22. 3.6» 31% 2 


Source: ECLA, on the basis of United Nations, Monthly Bulletin of Statistics (March 1968). 
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7 categories of goods, 1955-66 


of growth) 
Fuels Chemical products Machinery Other manufactures 
G) ™ (6 and 8) 

6 1960 1966 1966 1960 1966 1966 1960 1966 1966 1960 1966 
5 1955 1960 1955 1955 1960 1955 1955 1960 1955 1955 1960 
; 4.3 He 10.1 9.8 10.5 10.7 10.4 10.9 8.1 7.6 8.5 
) 0.6 pp! 10.1 a 10.6 10.7 10.2 ies 7.8 iy? 8.3 
} —6.4 Bee 8.3 3.9 6.8 6.7 Sel) 8.1 5.0 pst 4.9 
4 2a 3.8 11.9 11.7 12.1 13.5 15:3 12.0 8.8 8.7 8.9 
) 4.7 4.3 17.1 16.2 17.8 12.3 16.3 9.2 12.6 9.8 15.0 
3 0.5 3.9 8.4 8.2 8.6 8.3 8.7 8.0 6.3 5.1 1h? 
) 33) 6.0 113 10.8 A 10.7 8.6 12.6 11.0 8.8 P22) 
3 19.4 11.1 19.5 12.6 25.9 26.5 30.9 232 12.4 12.4 12.4 
} 20.5 20.5 3.2 —4.9 10.5 19.0 8.6 28.4 4.7 4.3 5.0 
3 38.0 10.0 14.4 9.6 18.5 13.0 9.2 16.5 117 7.3 15.5 
] 5.0 8.1 8.4 4.6 11.6 13.3 8.7 123 8.0 4.7 10.8 
d 4.3 23 8.1 5.3 10.5 19.6 9.6 28.9 59) 0.6 10.5 
) 8.2 —2.0 15.6 1.4 29.0 25.8 Beil 47.0 12.5 —4,5 29.0 
5 0.0 2.8 5.22 -1.0 10.7 14.1 10.8 17.0 8.9 6.7 10.9 
) 48.5 41.4 8.2 8.8 7.6 6.1 —4.4 ASo7! 6.6 Spd 9.4 
3 7.8 8.6 20.6 1322 27.0 11.9 13.6 10.5 13.8 14,3 13.4 
) 8.0 6.0 12:2 16.0 9.2 10.2 11,9 8.9 10.3 11.4 9.4 
2 5.0 12.9 10.2 10.9 9.6 8.2 1.5 14.2 10.4 24.3 0.0 


Excluding section 9 ““Commodities and transactions, not classified according to kind”. 


is and by categories of goods, 1955-66 
) 


Fuels (3) Chemical products (5) 


Machinery (7) 


Other manufactures 


(6 an 
5 1960 1965 1966 1955. 1960 1965 1966 1955 1960 1965 1966 1955 1960 1965 1966 
0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
5 26.5 24.1 PEGE Soles Sele S09. 3817.5 86.6 85.8 85.9 86.9 IEE Ret ivey) aie) © Tiled 
9 6.4 533 oll 23a. 19:6; 19,6 SPE PRP) PAYS PACE] eM Ti ay/ eet ee 
3 14.2 12.3 11.8 33.1 36.0 38.8 39.4 26.0 32.2 344 343 BO Ga 2p O52, eS 
if 6.9 6.1 5.9 dA 9.4 12.9 13.9 Se a yee (OS 102257 TS 415.3 > 16:0 
1 3.4 2.9 2.8 2 O=e205" 18:9" 18.5 DA One222) 19'S 19,0 20:3) SIS1F AGA 16.8 
6 eS 13 1.4 Sere s.3) Sd. Om | HAD Siar lysis 4 29's 3A peSt8 2 a39 
1 0.1 0:2 0.2 DOT 423: 4.5% 4.9 Ay §314.. 9518 606.4 Drtekie TPP Dearne wh ito, 
6 12 2.3 2.4 S25 215 ea 4a 2:5 7 Lie 26a 357 6:45.52 w4:5iy 4S 
1 0.5 0.5 0.6 OS O55 Os: 0:8 OD 2026 203% 0:3 OS, 7710: Sie 0:7) 5 0:8 
8 60.5 63.1 64.1 alt 40 42 42 Oma Ol Oo 1.0 129 8. 1065 st1-6 
3 TSG ey Su 14.2, TES econ  aeoy 1S Caliper Ost Ost.) 50:2 Del et One 2.0 aime, 
3 44 oul 3.4 25 1.3 1.4 13 04s 705 (0'6.. -'0:6 AEB eA). Dek me 
3 1.9 9.0 10.4 Ose O35 OM. Or7. OM OF = One “021 Sete eer se ee oh 
0 2807s Uo = 31.3 0.1 ORE ONS 0:4 — — Ol 0.1 O04 * 0.6% O77 Fe 0:7 
if 13.0 12.8 1253 6:87" 8.9 21839) 98.2 IDAGE = SCS Bos A DORSET LO Sats 
6 12.8 12.6 12.1 Ga s.31 PISAL 0727 IDG LISA RSs 1231 719 94 104 9.9 
1 0.2 0.2 0.2 OS ms. 06-40'5. 0:5 0.1 0.1 0.1 a Ns 23 1.5 1.4 


Excluding section 9 “Commodities and transactions not classified according to kind”. 
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Exports of foodstuffs from the EFTA countries 
and from Australia and New Zealand also in- 
creased appreciably, particularly in the nineteen- 
sixties. The annual growth rates of Japan’s 
exports were higher than those of any other 
industrialized country, particularly in the latter 
half of the fifties ; however, since its imports grew 
at almost the same rate, its net deficit increased 
in absolute terms. 


World exports of raw materials developed 
along much the same lines as exports of food- 
stuffs, although there were significant differences 
between one developing country and another. 
Between 1955 and 1966, the share of the in- 
dustrialized regions as a whole in the world total 
increased from 48.8 to 54.7 per cent, while the 
share of the centrally planned economies rose 
slightly and that of the developing countries 
declined. Most of this decline was attributable to 
Asia, whose share fell from 18.4 to 12.2 per cent, 
since those of Africa and the Middle East fell 
only slightly, while Latin America’s remained 
practically unchanged. In the case of Asia, whose 
exports did not increase even in absolute terms, 
the drop was to some extent due to a policy of 
exporting raw materials with a higher degree of 
processing, and even in the form of final con- 
sumer goods applied by India, Hong Kong and 
China (Taiwan), for example, to their exports of 
textile and leather goods and ready-made 
clothing, and also to increased exports of 
metals from other Asian countries. 


Looking at the situation as a whole, however, 
the major cause of the deterioration in the 
position of the developing countries on the 
world raw materials markets was growing com- 
petition from the synthetic substitutes manu- 
factured by the industrialized countries and the 
exportable surpluses of the United States. During 
the nineteen-sixties, United States exports of 
raw materials slackened compared with the 
second half of the fifties, while the opposite was 
true for the EEC countries. 


In brief, the only one of the three categories of 
primary commodities in which the developing 
countries strengthened their lead in world trade 
was that of fuels (their share rose from 57.8 per 
cent to 64.1 per cent between 1955 and 1966). 
The three industrialized regions lost ground, 
especially the United States, as a result of the 
policy of stockpiling strategic materials. Australia 
and New Zealand increased their exports of 
fuels substantially, but their share of world trade 
is still small. There was also a considerable ex- 
pansion of Canada’s fuel exports, based on 
increased purchases of Latin American petroleum 
for refining and re-export to the United States 
in the form of petroleum products. 
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These changes mainly benefited the Middle 
East, whose share in world fuel exports rose from 
24 to 31.3 per cent, and Africa, which in- 
creased its share significantly (from 0.3 per cent 


in 1955 to 10.4 per cent in 1966). Latin America © 


and Asia, however, lost ground; Latin America’s 
share fell from 18.3 to 14.2 per cent and Asia’s 
from 5.3 to 3.4 per cent. 


As to world trade in manufactures, the 


industrialized countries maintained their strong — 
lead with a few variations (approximately 88 per — 


cent of world exports of chemical products, 


87 per cent of machinery exports and 70 per — 


cent of exports of other manufactures). The 
relatively favourable trend of exports from the 
developing regions—particularly in machinery 
and “other manufactures”, 
grew at a faster rate than in the industrialized 
regions—can be considered as positive, but the 


quantities involved are too small and their | 
share of world trade too modest for this to mean © 
any real change in view of other much more © 
adverse trends. In particular, Latin America © 
and Africa lost ground in chemical products — 
and “‘other manufactures” and Asia in chemical 
products. The Middle East, however, gained | 


ground in the three categories of manufactures, 


although still at very low levels. Also worthy 
of note is Asia’s increased share in exports | 
of machinery and particularly of other manu- | 


factures, mainly as a result of its rising sales of | 
textile and leather goods and clothing. 


(v) Origin of imports of the main markets. The a 
over-all picture sketched in above clearly shows | 
the decline in Latin America’s share of world - 
trade, compared not only with the developed | 
regions but also with the other developing | 
regions. This is undoubtedly due to a number — 
of different factors, of both internal and external | 


origin, many of which are outside the scope of 


this chapter. It is relevant here, however, to 
examine the extent to which these factors were | 
influenced by the degree to which they were | 
different characteristics and 
dissimilar trends of individual markets. The 
following paragraphs, therefore, examine the 
origin of imports to each of the main markets—~ 


linked to the 


the United States, EEC, EFTA and Japan— 


which absorb almost 70 per cent of Latin 


America’s exports. 


United States imports. Between 1955 and 1966 
the value of total United States imports more 


than doubled, totalling some 24,000 million | 


dollars in 1966. Over the same period its imports 
from Latin America rose by only 10 per cent, 
with Latin America’s share in the United States 
market declining from 30.8 to 15.7 per cent 
(see tables 40 and 41). 


exports of which — 
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These figures put most of Latin America’s 
external trade problems in a nutshell. They 
are also the most dramatic illustration of the 
intensity and nature of the changes that have 
been taking place in world trade. 


One of the most decisive factors is the fact 
that while primary commodities made up 
approximately 63 per cent of United States 
imports in 1955, the proportion had fallen 
to 40 per cent by 1966. United States purchases 
of machinery increased almost ten-fold over 
the same period, and purchases of chemical 
products and “other manufactures” increased 
two and a half times; but purchases of foodstuffs 
rose by less than 40 per cent, raw materials 
by only 14 per cent and fuels by 90 per cent. 


Since there were no correspondingly signifi- 
cant changes in the capacity to export of the 
developing regions, these modifications in the 
composition of United States imports necessarily 
involved substantial changes in their geo- 
graphical origin. Between 1955 and 1966, the 
proportion of United States imports from the 
developed regions rose from 51 per cent to more 
than 69 per cent. What is most significant, 
however, is that this increase was not due solely 
to the change in the composition of imports— 
in which, as has been seen, manufactures 
predominated—but also to the fact that the 
developed countries rapidly increased their 
share of United States imports of primary 
commodities from 24 to 41 per cent for food- 
stuffs, from 52 to 60 per cent for raw materials 
and from 5 per cent to almost 22 per cent for 
fuels. 

The decline in Latin America’s share in the 
United States market was especially marked in 
the case of foodstuffs, since Latin America’s 
share of United States imports of foodstuffs 
dropped from 61.5 per cent in 1955 to less than 
40 per cent in 1966, and even declined in value 
in absolute terms. This is only partly attributable 
to the diversion of Cuba’s trade to other 
markets, since its sugar quota in the United 
States market was used by other Latin American 
countries, and it cannot be regarded as the 
result of the drop in coffee and_cocoa prices 
either. In fact the United States’ imports 
underwent a sharp change in origin, to the 
benefit of other regions, partly because of 
health restrictions and partly as a result of 
changes in consumption patterns. Over the 
period in question, its imports from Asia and 
Africa rose by 65 and 83 per cent respectively, 
those from Australia and New Zealand increased 
sixteen-fold, those from Japan tripled and those 
from Eastern Europe more than doubled. 


With regard to raw materials, United States 
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imports from other industrialized regions in- 
creased considerably to the detriment of the 
developing countries. Although Latin America 
was able to maintain its relative share—while 
the shares of Asia, Africa and the Middle 
East declined—total United States imports 
of raw materials increased very slowly, the 
inelasticity of the demand for raw materials 
being due to growing competition from synthetic 
substitutes. 


With respect to fuels, too, the developing 
countries lost ground, as a result of the increase 
in United States imports of fuels from industrial- 
ized regions, especially Canada. The developing 
regions were affected to different degrees: 
Asia managed to maintain its small share and 
Africa increased its own, while Latin America’s 
share declined (from 59 to 43.5 per cent), as 
did that of the Middle East (15.8 to 12.1 per 
cent). Canadian exports of fuels to the United 
States rose from 4.8 per cent to 20.2 per cent, 
mainly as a result of increased re-exports of 
refined Latin American petroleum and sales of 
its surpluses of natural gas, coal and electricity. 


United States imports of chemical products, 
machinery and other manufactures increased, 
with the developed regions still maintaining 
their strong lead and no significant change 
occurred in the small share of the developing 
regions. As was noted above, Latin America’s 
share of imports of “other manufactures” 
fell substantially while Asia’s grew. 


EEC imports. There were also changes in the 
composition of EEC imports which reinforced 
the trend towards increased trade between the 
industrialized regions and the relegation of the 
developing countries to a peripheral position 
in relation to world trade as a whole. 


Between 1955 and 1966, EEC imports of 
machinery quintupled, chemical products quad- 
trupled and “other manufactures” more than 
tripled; these increases are far higher than any 
increase in imports of primary commodities 
(see tables 42 and 43). Moreover the proportion 
of raw materials and foodstuffs imported from 
other developed regions increased considerably, 
the developing regions being able to improve 
their position only with regard to fuel imports. 


Unlike the United States, EEC imported 
more foodstuffs and raw materials from Latin 
America than from other developing regions. 
Latin America succeeded in retaining almost 
the same share of the market, which meant that 
it doubled its exports of foodstuffs and increased 
its exports of raw materials by 57 per cent. 


EEC imports of fuels mainly came from the 
developing regions, which as a group increased 
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their share of the market from 49.5 per cent in 
1955 to 64.5 per cent in 1966. The improvement, 
however, was confined to the African countries, 
since the position of the Middle East—the major 
supplier—deteriorated somewhat and there was 
a marked decline in the shares of Latin America 
and Asia. 


The dynamic growth of EEC imports of 
chemical products, machinery and “‘other manu- 
factures”’ benefited suppliers in industrialized 
regions, which continued to improve their 
already strong lead, more than the developing 
countries. The most significant feature of the 
latter’s trade with EEC was the increase in 
imports of “other manufactures” from Asia, 
which went so far as to expand its share of that 
market. 


In short, despite the fact that its share of the 
EEC market declined, the growth of Latin 
America’s exports of foodstuffs and raw materials 
to EEC countries partly offset the decline in 
its share of the United States market; on the 
other hand, unlike other developing regions, it 
had no share in the increase of EEC imports of 
fuels and manufactures. 


EFTA imports. As in other industrialized 
regions, EFTA imports were also characterized 
by an increase in manufactures and a decrease in 
primary commodities, and by increased purchases 
of primary commodities from other developed 
regions. When the sluggish growth rate of total 
EFTA imports (compared with EEC, Japan 
and the United States) is taken into account 
as well, it is understandable that the position of 
the developing countries should have been so 
seriously weakened that exports of foodstuffs 
remained constant; exports of raw materials 
fell, and only exports of fuels and, to some 
extent, “other manufactures” rose (see tables 
44 and 45). 


The increased EFTA imports of foodstuffs 
all came from Eastern Europe and the industrial- 
ized countries, including the EFTA countries 
themselves, the EEC countries and other 
countries of Western Europe. EFTA imports of 
raw materials from the developing regions 
declined in value, even in absolute terms, 
principally because of the sharp fall in purchases 
from Asia and, to a lesser extent, from Africa 
and the Middle East, while purchases from 
Latin America increased. On the other hand, 
the developing regions increased their sales 
of fuels to EFTA and improved their share of 
the market (from 44.3 per cent in 1955 to 58.9 
per cent in 1966) as a result of increases in the 
share of Africa, and to a lesser extent, those of 
the Middle East and Latin America. 


For other types of goods, ‘“‘other manu- 
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factures” were the only category in whic 
the share of the developing regions attaine 
significant proportions. The increase was mainl 
attributable to the Middle East and Asia, an: 
in some degree to Africa, while Latin America’s 
share declined. 


In other words, EFTA imports of foodstuffs 
from Latin America remained stationary whil 
there was only a slight improvement in its 
imports of other goods; hence Latin America 
lost gruund, to the benefit of the industrialize 
countries. 


Japanese imports. Of the regions referred t 
above, Japan is the only import market in which 
primary commodities have the major share 
thus facilitating specialized trade with th 
developing countries. While the proportion o 
primary commodities in total imports decline 
between 1955 and 1966 (from 84.6 to 74.1 pe 
cent), this occurred in circumstances which le 
Japan to step up its total imports to an extra 
ordinarily high pitch: the total value of it 
purchases grew at an annual rate of close t 
13 per cent, with imports of foodstuffs increasin, 
two and a half times, imports of raw materials 
almost tripling, and imports of fuels increasing 
more than seven-fold (see tables 46 and 47). 


There is also another important differenc 
in relation to other regions: the proportion 
Japan’s imports from the developed region 
after rising in the second half of the fifties, began 
to fall in 1960, and by 1966 had returned te 
their 1955 level (slightly less than 53 per cent), 
The share of the developing countries thus 
remained at approximately 40 per cent, with 
Eastern Europe and mainland China making up 
the remainder. 

The various developing regions evolved 
differently, but because of the high rate o 
growth of Japan’s total imports, even those 
regions whose share declined considerably 
increased the value of their total sales. For 
example, Latin America’s share declined from 
10.6 to 7 per cent, but the value of its sales 
increased two and a half times. Roughly the 
same happened with Asia. The deterioration i 
the position of these two regions was offset, 
however, by increases in the shares of the 
Middle East and Africa. 

An outstanding feature of the composition of 
Japan’s imports was the developing regions’ 
marked loss of ground with respect to foodstuffs, 
although the value of their sales doubled, 
while the share of the industrialized regions 
(mainly the United States) and mainland China 
increased. The share of the United States— 
the main supplier of the industrialized regions— 
in imports of raw materials began to decline in 
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60, while that of Eastern Europe increased, 
inland China recovered lost ground and the 
veloping countries maintained their shares 
around 43 per cent, within which Asia’s 
are shrank while Latin America’s recovered 
ym its decline in 1960. The developing countries 
sreased their over-all share of fuel imports; 
tin America’s proportion remained small, 
tile that of the Middle East increased and 
ia’s declined. 

In the sphere of manufactures, imports from 
> developing regions gained some ground, 
hough the relative positions of the regions 
anged somewhat: Asia’s share declined, and 
rica’s increased significantly, as did those of 
> Middle East and Latin America to a lesser 
tent. 


Looking at the situation from the viewpoint 

Latin America, it may be concluded that 
hough Latin America’s share of the Japanese 
urket is still relatively small, the rapid growth 
Japan’s imports and the use of a greater 
mber of countries as suppliers hold out 
pes of an increasingly rapid expansion of 
ide between Latin America and Japan. 


2. THE BALANCE OF PAYMENTS AND 
MOVEMENT OF CAPITAL 


The characteristics of Latin America’s foreign 
ide and its relative position in world trade, 
scussed in the preceding paragraphs, are basic 
stors whose operation has had the net result of 
acing the region in a special situation where its 
lance of payments is concerned. 


The sluggishness of external demand for the 
oducts traditionally exported by Latin America, 
combination with unfavourable price trends, 
S$ in many cases prevented the capacity to 
iport from keeping pace with demand for 
ports. The use of monetary reserves could do 
tle to cover the resulting gap, and that only 
r a short time, so that in the main it has been 
idged by intensive and increasing recourse to 
tonomousand compensatory external financing. 
turn, the commitments deriving from such 
lancing are looming steadily larger in the 
ternal transactions picture, and have given rise 
an “indebtedness spiral’ (as it is commonly 
lied), and to great instability in most countries’ 
lance of payments, by making the capacity to 
port inordinately dependent upon the inflow 
new capital. 
The figures for the region as a whole bear 
Mquent witness to the sharpness of these 
nds. Between 1955 and 1966, the average 
nual growth rate of the volume of exports was 
5 per cent; that of their value was 3.9 per cent, 
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owing to price declines; and that of their pur- 
chasing power was only 3.3 per cent, because of 
the rising trend of import prices. The current 
value of imports increased in the meantime at an 
average annual rate of 3.8 per cent. 


The pressure exerted by the slow growth of the 
purchasing power of exports was reinforced by 
the speed of the upswing in service payments on 
foreign capital (profits, interest and loan amor- 
tization), which increased at an annual rate of 
8.9 per cent. To give a better idea of what this 
implies, it should be recalled that the ratio 
between service payments and current income 
from exports of goods and services rose from 
20.7 per cent in 1955 to nearly 35 per cent in 
1966. 


The rise in service payments was accompanied 
by a decrease in the net foreign capital contri- 
bution to the financing of Latin America’s im- 
ports. In 1955-59, the net annual inflow averaged 
195 million dollars; this figure was slightly reduced 
in the period 1960-64, for which the average 
was 185 million dollars, and subsequently 
plunged downward as the rate of increase of 
service payments speeded up. In 1965 and 1966 
there were actually net transfers of resources 
abroad, amounting to 830 and 360 million 
dollars, respectively. Although the balance 
became positive again in 1967 and improved 
still further in 1968, these trends show how far 
the capacity to import is influenced by unduly 
rigid commitments in respect of remittances 
abroad for capital servicing purposes, and by 
the marked instability of the inflow of new 
capital. 

International reserves—including the Inter- 
national Monetary Fund position—helped to 
cushion the impact of these variations on the 
level of imports. The reserves in question 
totalled 2,870 million dollars in 1955, but by 
1962 they had dropped to 2,135 million, which 
was the lowest level recorded in the period under 
review; later they had to be reconstituted, at the 
cost of a reduction of imports, so that by 1966 
they exceeded 3,000 million dollars. 


Hence a characteristic feature of Latin 
America’s balance of payments has come to be 
the considerable relative importance of capital 
transactions in comparison with movements of 
merchandise proper. A clearer idea of what this 
means can be formed from the provisional 
figures for 1968, which are analysed in detail in 
Part Two of the present Survey. In that year, a 
capacity for external payments totalling more 
than 18,000 million dollars had to be obtained 
from exports of goods and services and gross 
inflows of foreign capital in order to finance 
imports whose f.o.b. value was approximately 


10,000 million dollars. The difference between 
these two figures was absorbed by non-financial 
import services, payments of amortization, 
interest and profits on foreign capital, and 
moderate additions to international reserves. 


With a view to more comprehensive evalua- 
tion of the structure and trends of the balance of 
payments, the development of each of its com- 
ponents will next be considered, still with refer- 
ence to the period 1955-66. At the same time, 
from the data presented it will be possible to see 
how far the situation in individual countries 
diverges from the general pattern outlined. 


(a) Balance-of-payments transactions on 
current account 


(i) Merchandise transactions. From 1955 to 
1959, the merchandise account in the balance of 
payments for the region as a whole showed that 
exports exceeded imports by approximately 
1,000 million dollars (see table 48). Subse- 
quently, the effect of the increase in outflows 
other than import payments was to boost this 
surplus to such an extent that by 1965 it had 
doubled; from the peak then attained (about 
2,100 million dollars), it declined in more recent 
years as a result of the reactivation of capital 
inflows from 1966 onwards. The servicing of 
these will have fresh implications in the near 
future and will very probably originate a new 
upward trend in the export surplus. 


With the exception of the exports of Venezuela, 
Colombia and Haiti, which remained stationary 
orturned downward, and those of Brazil, Uruguay 
and the Dominican Republic, which expanded 
relatively little, the ather countries’ sales of goods 
greatly increased in value in relation to 1955-59. 
This applies particularly to Chile, Peru, Panama, 
Guatemala, Honduras and Nicaragua. 


In Argentina, Chile, Peru and Uruguay the ex- 
port surplus was considerably strengthened, after 
the deficit shown on the merchandise account in 
earlier years. But whereas Argentina, despite the 
expansion of its exports, practically kept its 
imports down to a certain approximate level 
throughout the period in order to improve its 
external payments position, Uruguay was com- 
pelled to reduce its imports for the same motive, 
in face of the slow growth of its external sales. 
Exports from Chile and Peru expanded fast 
enough—especially in Peru’s case—to permit of 
a considerable increase in imports (with slight 
restrictions to generate surpluses on the merchan- 
dise account), supported by the inflow of capital. 

Outstanding among the countries with a 
tradition of merchandise-account surpluses is 
Venezuela. The decline in petroleum prices and 
the limits set to demand for Venezuelan oil by 


competition and by the preferential treatment 
accorded to. other geographical areas as suppliers — 
of the leading world markets caused a relative | 
stagnation of exports throughout the period - 
under review. In addition, Venezuela’s external - 
payments position was difficult at the beginning - 
of the nineteen-sixties, and outgoings under the - 
head of direct foreign investment income re-_ 
mained high. Consequently, a substantial surplus | 
on the merchandise account had to be main- | 
tained on the basis of restriction and reduction | 
of imports. The situation was much the same in | 
Brazil. The fall in coffee prices and the rigidity | 
of international coffee demand made for slow and } 
fluctuating export growth rates, which deter- | 
mined a similar behaviour pattern for imports. 
The surplus was heavily depleted by import | 
requirements in 1960-64, but owing to the} 
persistence of the balance- ‘of-payments deficit 
it had to be increased again, on a very large | 
scale, towards the end of the period under 
consideration. Ecuador and Honduras also’ 
achieved a surplus on the merchandise account | 
every year, but in contrast to the situation in the 
foregoing countries, their export trade forged 
ahead and their imports increased. This was | 
especially true of Honduras. | 


Among the countries whose trade balance 
deteriorated, El Salvador and Nicaragua showed | 
surpluses on the merchandise account based on | 
the steady strengthening of their export trad 
which likewise enabled them to expand theft 
imports; but in 1966, with the stagnation of | 
exports and the continued growth of imports, 
the surpluses were transformed into deficits, | 
financed by means of bigger capital inflows. In| 
the case of the Dominican Republic, the political | 
events by which it was affected in 1965 marked | 
the close of a period in which exports had ex 
ceeded imports. The recovery of the export trade | 
in 1966 was slight and the value of external pur- | 
chases high, with the result that there was a} 
fairly large deficit on the merchandise a . 
financed by the inflow of capital. In Colombia 
external rigidities and the downward trend of} 
coffee prices were reflected in more or less coe 
stant export levels. This, in combination with the} 
fluctuations of capital flows, meant that the 
evolution of both imports and merchandiaan 
account balances was very uneven. 


Lastly, there were some countries that showed. 
a chronic deficit on the merchandise account. 
Among these, Mexico, Bolivia, Paraguay, Haiti, 
Panama and Costa Rica were also characterized} 
—except for Haiti—by a dynamic export and’ 
import trade and a substantial inflow of capital.) 
In the case of Mexico and Panama, deficits on} 
the merchandise account were offset by favour-} 
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able balances on non-financial service transac- 
tions, in particular travel and miscellaneous 
services. Elsewhere, deficits on aggregate service 
transactions and on external factor payments 
were superimposed on the imbalance on the 
merchandise account, thus widening the gap and 
augmenting external financing requirements. 
In due course this would mean that increasing 
capital servicing commitments would lead to the 
restriction of imports, if the growth rate of ex- 
ports were not speeded up to a greater extent. 
Bolivia and, in a lesser measure, Paraguay, were 
able to alleviate their payments position by 
virtue of the transfer payments received. Al- 
though similar resources were available to Haiti, 
imports were restricted because of the limited 
expansion of exports, largely imputable to 
internal supply problems. In Costa Rica, the 
growth of exports and a considerable inflow of 
capital allowed the high rate of increase of im- 
ports to be maintained. 


The sluggish development of Latin America’s 
export sector was partly due to the deterioration 
of prices and the rigidity of demand for coffee 
and petroleum. These factors particularly affected 
the countries which are among the leading world 
suppliers of the products in question: Venezuela 
and Colombia, and, in a lesser degree, Brazil. 
In other countries (Haiti and Uruguay, for 
example), unfavourable external factors were 
combined with internal supply difficulties. 


Import restrictions were also applied in the 
group of countries where exports remained 
stationary or increased very little, as well as in 
Argentina. In almost all of them (the exception 
being Haiti) the predominant need was to in- 
crease and maintain or create merchandise- 
account surpluses by curtailing imports, in order 
to improve the external payments position or 
prevent it from deteriorating still further. In the 
other countries, the growth of imports outstripped 
or kept pace with that of export earnings, which 
were supplemented by increasing inflows of 
capital. 

(ii) Freight, insurance and other transport 
transactions, travel and miscellaneous services. 
Latin America’s position asa net importer in 
relation to these services as a whole is determined 
by deficits on transport and miscellaneous 
services, partly offset by surpluses on the travel 
account. With the exclusion of Mexico and 
Panama, and, in recent years, Uruguay, the 
countries of the region show a negative balance 
on total transactions under these heads, which 
tended to decrease up to 1965, as a result of the 
import restriction policy pursued by some 
countries. In 1966, however, further increases 
in the deficit are observable (see table 49). 


if 


The aggregate net deficit on these servic 
absorbed an apprciable proportion of the surplus 
on the merchandise account, although their 
share dropped from 77.2 per cent in 1955-59 
to 46.6 per cent in 1966, with the corresponding 
reduction of their relative importance in the 
external deficit on current account. 


Freight, insurance and other transport trans- 
actions, in respect of which all the countries are 
net importers, are the most important items in the 
body of services under discussion, and determine 
the trend followed. Freight charges are closely 
linked to import values, and in so far as imports 
were restricted by some countries, expenditure 
on freight did not increase. Influence was exerted 
in the same direction by the progress of the 
Latin American countries’ own merchant fleets 
and the degree to which they gradually gained 
control of external freight traffic in countries such 
as Argentina, Brazil, Chile and Colombia where 
certain levels of development had been attained. 


Latin America is also a net importer of mis- 
cellaneous services (general government and 

other services), notwithstanding the surpluses 
obtained under those heads by Mexico, the 
Dominican Republic, Panama, Costa Rica and 
Guatemala. These only partly ‘offset the deficits 
shown by the other countries. 


In contrast, surpluses were achieved on the 
travel account which partly counteracted the 
negative balances recorded for the two pre- 
ceding items. The decisive influence, however, 
was that of Mexico’s net earnings under the heads 
of tourism and border trade, although smaller 
contributions were made by the travel surpluses 
shown in Uruguay, Haiti, Panama, Costa Rica 
and Guatemala. In recent years, Guatemala and 
Haiti have become net importers where travel is | 
concerned, whereas Chile, Ecuador and Para- 
guay obtained net income from this source which, 
they had not previously enjoyed. | 


In the last analysis, net positions were affected 
by different factors in each country. In Venezuela, 
Argentina, Brazil and Colombia, the fluctua- 
tions of the aggregate deficit on the services, 
accounts in question have their explanation in ime 
port trends and the restriction of expenditure on 
travel and miscellaneous services. In Mexico and 
Panama, the surpluses on these services offset 
the deficits on the merchandise account, and in 
Uruguay surpluses under both heads jointly 
provided means of meeting external commit- 
ments. Despite the expansion of Chile’s imports, 
its net expenditure on non-financial services was 
kept down by virtue of the increase in touris 
or travel earnings, and the same was true of 
Ecuador and Paraguay. In Haiti, on the othe 
hand, with the reduction of its income fro 
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travel, the services deficit increased, and the 
same thing happened in the Central American 
countries, with the exeption of Costa Rica. 


(iii) Foreign capital servicing. Over and above 
the external pressures on the balance of pay- 
ments deriving from adverse trade situations, 
foreign capital servicing and the international 
reserves position came to aggravate the existing 
rigidities. The chief effect of such servicing was 
the rapid increase in payments related to the use 
of foreign capital: profits, dividends and interest 
(see table 50). Since these payments expanded 
faster than exports, countries where the pressures 
they generated were severe had to strengthen 
their surplus on the merchandise account, 
usually by restricting imports. 

Latin America receives some income from its 
assets in the rest of the world, but the amount is 
insignificant in comparison with the sums it has 
to pay out to meet its external liabilities deriving 
from direct investment and from foreign loans. 
These service payments rose from 1,226 million 
dollars in 1955-59 to 2,124 million in 1966— 
i.e., by 73 per cent, or twice as fast as exports of 
goods during the same period—even though 
in Venezuela foreign capital servicing remained 
virtually constant, fluctuating around 600 to 700 
million dollars. Its relative importance within 
total service payments decreased from 57 per 
cent in 1955-59 to 33 per cent in 1966. 


Thus, the rapid growth of service payments on 
foreign capital was concentrated, apart from 
Venezuela, in Mexico, Argentina, Brazil, Chile, 
Peru and Colombia, in particular where the 
figures were significant in absolute terms. 
Elsewhere, although. the sums concerned were 
much smaller than in the foregoing group of 
countries, the increases recorded were bigger in 
relative terms, except in Ecuador, Bolivia, Haiti 
and Panama. 


A breakdown of the service payments shows 
that profits on direct investment lost some of 
their relative importance, in declining from 86.6 
to 71.5 per cent between 1955-59 and 1966; the 
proportion represented by interest on loans, on 
the other hand, rose from 13.4 to 28.5 per cent 
during the same period, owing to the more 
important role whichloans were gradually assum- 
ing in the financing of the external deficit on 
current account. Even so, the relative position of 
profits was still the determinant of the level 
attained by servicing, mainly because of 
Venezuela’s situation. With the exclusion of 
Venezuela, the share of profits in the total would 
fall from 69.4 to 58.5 per cent between 1955-59 
and 1966, and that of interest would increase 
from 30.6 to 41.5 per cent in the same lapse of 
time. 


| 


If foreign capital service payments are” 
related to income from exports of goods and 
services, it can be deduced that the ratio between — 
them climbed from 13.4 to 16.2 per cent between — 
1955-59 and 1966, while if amortization and other ~ 
service payments are included, the corresponding ~ 
proportions work out at 25.2 and 34.7 per cent. 


Up to 1962, net external investment income — 
payments amounted to more than the surplus 
on the merchandise account. From 1963 to 1965 
the latter increased sufficiently to offset the pay- — 
ments in question and reduce the gap, but in 5 
1966, when the surplus once again diminished, it 
fell below the level of net external investcng 
income. | 

(iv) Private transfer payments. The negative — 
balance shown for this item by the region as a” 
whole, under the influence of the large transfer 
payments effected by Venezuela, became favour- 
able in 1966 as a result of the more rapid in- — 
crease in transfer payments received. These in- — 
creased from 43 to 150 million dollars between — 
1955-59 and 1966, while outward transfers rose 
from 118 million dollars to 148 million during 
the same period (see table 51). 


The private transfer payments received were 
strongly concentrated in Brazil and Haiti; their © 
value followed an upward trend, but at a lower — 
level, in Mexico, the Dominican Republic, El — 
Salvador and Guatemala; and they decreased in | 
Chile, Peru and Colombia. In the other coun-_ 
tries, with the exception of Uruguay, they if 
showed relatively significant increases, but here — 
again the figures were smaller in absolute terms. 


The largest proportion of outward private — 
transfer corresponded to Venezuela (immigrants’ 
remittances), and next, in order, but a long way | 
below, came Mexico and Panama. These three | 
countries and Uruguay were the only ones with — 
net deficits in the region as a whole, since Argen- | 
tina, which also traditionally recorded negative 
balances, transformed them into surpluses by | 
drastically reducing its debts. In the other coun- | 
tries, the deficits on current account were lessen- | 
ed by surpluses deriving from private transfer — 
payments received. = 

(v) Balance-of-payments position on current — 
account. The goods and services transactions to 
which reference has been made resulted in dif-_ 
ferent kinds of pressures on Latin America’s — 
aggregate balance on current account. As long as 
the surplus on the merchandise account in-— 
creased to a greater extent than the deficit on ser-_ 
vices (financial and non-financial), the external 
imbalance on current account dwindled steadily. 
These trends, consequent upon the policy pur- 
sued by the monetary authorities in certain coun- 
tries with a view to improving the balance-of- 
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ayments situation, were particularly marked 
etween the years 1963 and 1965. Hence the 
eficit on current account was reduced from 
,030 million dollars in 1955-59 to 420 million in 
965. In 1966, when some countries relaxed their 
estrictions, largely because of the improvement 
1 exports and the increase in the net inflow of 
apital, external purchases once again expanded 
aster than sales, with the result that the surplus 
n the merchandise account decreased. This 
ircumstance, in combination with the larger 
egative balance on the services account, raised 
1e deficit on current account to about 1,100 
iillion dollars, and sparked off a new trend to- 
ards the expansion of net external financing (see 
ible 52). 

The decrease in the deficit on current account 
‘as at first attributable to Venezuela’s surplus 
1960-64), to which those of Argentina, Brazil 
nd Uruguay were then added, together with 
ibstantial reductions of the deficits shown by 
hile and Colombia (1965), where payments 
ifficulties arose and the monetary authorities 
ere compelled to take steps to improve the net 
osition. Generally speaking, the improvements 
chieved were due to import restrictions except 
1 Chile, and to the expansion of exports in Ar- 
entina, Brazil and Chile, which boosted the sur- 
lus on the merchandise account. In another 
roup of countries (Bolivia, Haiti, Paraguay, 
anama and Guatemala), pressures were coun- 
acted by assistance received in the form of 
rants and donations. 


In Ecuador the deficit on current account 
ood at a constant proportion of export earn- 
1gs, but at a fairly low level. 

The other countries (Mexico, Peru, the Domi- 
ican Republic, Costa Rica, El Salvador, Hon- 
uras and Nicaragua) show a tendency to make 
icreasing use of external financing, supported 
y the expansion of their exports of goods and 
rvices—except in the case of the Dominican 
epublic—and the inflow of non-compensatory 
apital. In 1966, when the external deficit on cur- 
mnt account once again increased, pressure in 
1at direction continued in the last-named group 
f countries, as well as in Brazil and Colombia 
nd to a lesser extent in Venezuela and Chile. 

(b) The balance of payments on capital account 
(i) Financing of the current deficit. As men- 
oned above, the balance-of-payments deficit on 
irrent account which Latin America maintained 
‘om 1955 to 1966—the equivalent from a dif- 
rent standpoint of net external financing— 
lowed an uneven course during that period: 
remained at a relatively high level up to 1962, 
ropped sharply in 1963-65 and increased again 
| 1966. 
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Naturally, this trend was largely determined 
by balance-of-payments difficulties in several 
countries. Notwithstanding the differing situa- 
tions in the various countries, a feature common 
to them all was the intensive use they made of 
external financing in order to stabilize the current 
account; this measure was all the more necessary 
inasmuch as export earnings were increasing at a 
slower pace than the servicing of foreign capital 
itself. At certain times, great efforts were made 
to lessen the disequilibrium by means of import 
restriction policies, but these were kept within 
limits and were necessarily of a temporary nature 
because of the requirements of the domestic 
economies. 


External financing was used with varying in- 
tensity according to country or period. There- 
fore, the over-all picture is best reflected in the 
cumulative figures for the movements of capital 
which helped to cover the deficit on current 
account over a certain number of years (see table 
53). It is thus concluded that Latin America’s 
cumulative net external financing in the years 
1955-66 amounted to 11,365 million dollars. 
Excluding Venezuela, which showed a net exter- 
nal dissaving during that period, the total for 
Latin America was 12,287 million dollars; 78 
per cent of this sum was concentrated in Mexico, 
Brazil, Chile, Argentina, Colombia and Peru, 
the first two of these countries absorbing 54 per 
cent; the rest of Latin America accounted for 22 
per cent, two thirds of which went to Bolivia, 
Panama, Guatemala, Costa Rica and Uruguay. 


Since the distribution of net external financing 
is influenced by the absolute size of each of the 
national economies, it would be as well to con- 
sider it also in relation to the countries’ respective 
current foreign exchange earnings (credit for ex- 
ports of goods and services and private transfer 
payments). This ratio for the region as a whole 
over the entire period was 9.2 per cent. Only El 
Salvador, Argentina, the Dominican Republic 
and Honduras recorded lower percentages, 
while Venezuela showed a negative ratio on 
account of its net external dissaving, and the rest 
showed higher ratios. Some countries con- 
siderably exceeded the over-all average for Latin 
America, reaching very high coefficients. This is 
true of Bolivia, with 38.3 per cent, followed by 
Costa Rica with 22.4 per cent, and Panama, 
Chile, Paraguay, Haiti and Guatemala with 
ratios ranging from 18 to 20 per cent. In Mexico 
the average was 15.9 per cent, and in Peru, 
Uruguay, Brazil, Nicaragua, Colombia and 
Ecuador it ranged from 10 to 13 per cent. With 
the exception of Chile, the highest coefficients 
for the use of net external financing were recorded 
by the relatively less developed countries; but 
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this did not result in external payments pressures, 
partly because of the larger volume of official 
transfer payments received and of easier terms 
for the loans granted. Those recording the lowest 
ratios, however, were also—except for Argentina 
and Venezuela—the relatively less developed 
countries, which relied more on their export 
capacity to finance the increases in imports.This 
was the position of El Salvador, Honduras, 
Ecuador and Nicaragua, although the trend was 
to increase the volume of net external financing 
towards the end of the period. The remaining 
countries came somewhere between these two 
extremes, but they also had to face external pay- 
ments pressures owing to the existing conditions 
of their financing, generally short- and medium- 
term, with repayments growing faster than both 
exports and gross capital inflows. The situation 
became particularly critical when exports and 
capital inflows remained stationary or declined, 
Despite the coefficients achieved by Venezuela. 
Argentina and Chile, their external payments 
pressures were similar to those affecting the last 
sroup of countries, although Venezuela’s posi- 
tion has been somewhat alleviated by the accel- 
erated amortization of its external obligations 
and an increase in its gross international reserves. 


The level of net external financing was 11,300 
million dollars in 1955-66 although Latin 
America maintained a net exporting position of 
about 15,300 million dollars during that period. 
This cumulative surplus of goods was, however, 
outweighed by the total sum of other current 
expenditure (net imports of non-financial ser- 
vices for 9,100 million dollars and payments of 
profit and interest on external capital for 16,800 
million). The capital resources that went to make 
up the net external financing were represented by 
non-compensatory and compensatory foreign 
capital, public and private domestic capital or 
assets and the international reserves of central 
banks. Without passing judgement on the im- 
portance of the errors and omissions in the bal- 
ance of payments which may change the recorded 
value of net external financing and of the capital 
resources on which itis based, it may be remarked 
in table 53 that the net inflow of external funds 
amounted to roughly 18,100 million dollars. On 
the other hand there was a net outflow of do- 
mestic capital or assets, and an increase of 697 
million in gross international reserves. In spite of 
this there was no improvement in the net posi- 
tion of the monetary authorities, since the incre- 
ment of 1,558 million dollars in its liabilities, a 
figure which is included in the over-all amount of 
external capital, led to a decrease of 861 million 
dollars in the net position of the central banks 
during the period under consideration. 
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From an even more general standpoint, if 
amortization and service payments, which tot- 
alled to 20 thousand million dollars, are added 
to the net inflow of external capital, it will be 
noted that the gross inflow of compensatory and 
non-compensatory capital during the period 
amounted to nearly 38,300 million dollars, 52.6 
per cent of which had to be used for amortiza- 
tion payments. 


Venezuela, Brazil and Argentina, in particular, 
had to effect amortization and service payments 
amounting to about 65 per cent of the gross in- 
flow of capital. In Colombia and Chile the 
proportion was over 50 per cent, and in Mexico 
45 per cent. Except for Panama, in the remaining 
countries it ranged from 30 to 45 per cent. In 
general, the gap between gross and net inflows of 
capital in these countries and the size of this gap 
in some of them help to explain why accelerated 
payments had to be made to alleviate balance-of- 
payments pressures. 


Of Latin America’s total net inflow of capital, 
91 per cent were movements of autonomous capi- 
tal and 9 per cent of compensatory capital. A 
major proportion of net external non-compensa- 
tory capital (78 per cent) was in the form of direct 
investment (40 per cent) and medium- and long- 
term loans (38 per cent), and the remaining 22 
per cent comprised short-term liabilities and 
official transfer payments. Net inflows of com- 
pensatory capital consisted mainly of resources 
deriving from trade arrears and their refinancing 
—balance-of-payments loans and deferred im- 
port payments—and, in a lesser proportion, IMF 
contingency loans, whose repayment terms— 
generally short-term—determined the position 
with regard to compensatory financing. 


Mexico and Brazil together absorbed 38.4 per 
cent of total external autonomous and compen- 
satory capital; Argentina and Chile received 
19.8 per cent; Venezuela, Peru and Colombia, 
21.4 per cent; Uruguay, Bolivia, Guatemala and 
Panama, 10.7 per cent; Costa Rica, the Domini- 
can Republic, Ecuador, Nicaragua and El Sal- 
vador, 7.6 per cent; and Paraguay, Honduras and 
Haiti, 2.1 per cent. 

If the net inflow of funds is broken down into 
autonomous and compensatory capital, other 
characteristics are revealed. In Uruguay, for 
example, the high proportion of compensatory 
capital is one of the causes of its present external 
payments difficulties. In Chile, Argentina, Col- 
ombia and Brazil, the share of compensatory 
capital wasalso fairly substantial, and it combined 
with medium-term non-compensatory loans to 
create external payments pressures. This hap- 
pened also in Venezuela, whose accelerated pay- 
ments are noticeable only if the gross capital in- 


Brazil 


Argentina 


Mexico Chile Venezuela Peru Colombia 
Net external financing . 2,924.8 2,440.0 1,247.5 1,380.1 —922.0 858.9 ; 
Net foreign capital. : 3,595.3 3,354.0 1,914.6 1,669.4 1,347.2 1,266.9 1,257.4 
Foreign non-compensatory capital 3,613.7 2,993.0 1,664.4 1,360.66 1,317.6 1,264.6 1,107.4 
Direct investment ; 1,431.8 1,590.0 1,064.1 222.2 AvISA 301.5 170.0 
Long- and medium-term loans . 1,531.9 925.0 696.2 805.7 — 40.9 648.0 592.1 
Short-term liabilities 644.9 260.0  —103.0 186.2 183.6 238.0 279.5 
Official transfer payments. Sek 218.0 del 146.5 —0.2 77A 65.8 
Net foreign compensatory capital. —18.4 361.0 250.2 308.8 29.6 23 150.0 
Balance-of-payments loans and 
deferred import payments — 434.0 295.0 235.5 29.0 0.3 87.7 
IMF loans —41.4 56.0 118.0 97.6 _ — 63.7 
Other liabilities of the monetary 
authorities . 23.0  —129.0 162.8 — 24.3 0.6 2.0 —-1.4 
Net domestic non-compensatory 
capital or assets —397.3 -—2730 -—1241 —256.9 -—962.9 -—1948 —144.1 
Gross movements of international 
reserves (increase —) . —279.2 —123.0 200.3 —128.6 —290.4 —93.1 128.1 
Errors and omissions . ; 6.0 —714.0 —743.3 96.2 —1,015.9 -—120.1 —335.6 
Gross inflow of compensatory and 
non-compensatory capital 6,474.9 9,089.0 5,120.4 3,486.8 3,973.5 1,867.8 2,825.9 
Gross inflow of capital as a percentage 
of current foreign exchange income 35:2 48.2 S2e1 48.8 13.2 28.2 36.3 
Net inflow of capital as a percentage 
of current foreign exchange income 19.6 17.8 12.0 23.4 4.5 19.2 16.1 
Net external financing as a percentage 
of current foreign exchange income 1529 11.9 7.8 19.3 —3.1 13.0 11.6 


Source: ECLA, on the basis of data in IMF, Balance of Payments Yearbook, various issues. 


flow is contrasted with the net movements. Be- 
sides these countries, the Dominican Republic, 
Costa Rica and El Salvador also record a rela- 
tively high proportion of compensatory financing. 


As stated above, external autonomous or non- 
compensatory capital was mainly in the form of 
direct investment. According to the balance-of- 
payments entries, these flows were concentrated 
strongly in Brazil and Mexico (45.2 per cent), toa 
lesser extent in Venezuela and Argentina (33.5 
per cent) and still less in Peru, Chile and Colom- 
bia (10.4 per cent), that is, nearly 90 per cent was 
absorbed by these seven countries. Direct invest- 
ment is at present channelled towards the more 
industrialized countries like Brazil, Mexico and 
Argentina, since that received by Venezuela con- 
stituted the last of the major oil investments for 
the period 1955-59. Among the relatively less 
developed countries, those recording a sizable 
volume of direct investment were Panama, 
Guatemala, Bolivia, Ecuador and Costa Rica, 
where it accounted for a fairly high proportion of 
total external non-compensatory capital, as 
occurred also in Nicaragua, El Salvador and 
Paraguay, but at lower absolute levels. 

The net inflow of medium- and long-term non- 
compensatory loans mainly benefited Mexico, 
which absorbed 24.8 per cent of the total owing 
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to somewhat longer repayment periods th 
those extended to Argentina and Brazil, whe 
accelerated amortization aimed at easing pay- 
ments pressures reduced the net inflow of such 
loans. In Venezuela, a rise in the already high 
rate of debt amortization led to a net disinvest- 
ment. This was not the case in Chile, Peru and 
Colombia, which received one third of the net 
non-compensatory loans to Latin America, al- 
though in recent years they have been facing 
the same payments pressures as Brazil, Argen- 
tina and Venezuela. Net disbursements of loans 
to the economically relatively less developed 
countries amounted to 16 per cent of the regional 
total, with Bolivia, Costa Rica, Guatemala, 
Uruguay, Ecuador, the Dominican Republic 
and Panama receiving the largest net flows 
Among this group of countries, net non-com: 
pensatory loans are coming to form a significant 
part of total external financing in Honduras 
Ecuador, the Dominican Republic, Costa Rica 
Uruguay, El Salvador and Paraguay. The same is 
true of Chile, Peru and Colombia. 


The flow of short-term non-compensato 
capital (residents’ net foreign liabilities) was als 
mainly to Mexico (28.4 per cent of the total)}; 
possibly because of the stability of its currency 
and the dynamism of its domestic growth ancy 
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4 position on capital account, 1955-66 


via Guatemala Panama abe SS Ecuador Nicaragua El Salvador Paraguay Honduras Haiti Pres 2 
gs 345.0). 379.7 308.9 184.3 201.1 NEMS) 119.4 112.5 104.5 119.3 11,365.5 
6 452.3 425.9 347.4 309.3 263.4 253.9 213.6 137.4 123.7 112.7 18,115.4 
3; 427.6 423.2 292.8 237.9 248.3 241.4 188.1 142.2 115.5 104.3 16,556.8 
4 130-7 143.3 74.9 25.6 80.2 58.0 47.8 25.9 4.4 5.4 6,678.4 
6 111.9 93.9 117.9 96.9 105.2 66.2 70.8 53.0 54.8 28.1 6,187.0 
2 65.0 101.3 50.1 7A Dal 80.5 47.1 31.4 17.8 10.5 2,272.1 
1 119.0 84.7 49.9 108.3 55,2) 36.7 22.4 31.9 38.5 60.3 1,419.3 
3 24.7 2.7 54.6 71.4 15.1 12:5 25.5 —4.8 8.2 8.4 1,558.6 
er oumeieer 346 6° Ags ee) Oke. Ste 2.0 0.1 nt eeed 
0 11.6 2.7 21.7 26.6 17.2 11.2 20.0 —0.6 7.6 8.2 432.1 

3 3.4 — —1.7 — —2.1 0.5 73 —2,.2 0.5 0.2 —172.2 
0 —7.5 —47,.3  —35.7 — 30.0 — 38.9 —23.1 —19.6 —6.9 — 20.3 —48.7 —2,643.5 
6 —29.4 —2.7 —6.3 8.7 — 28.4 —49.1 — 18.7 —8.8 —5.9 7.4 — 697.3 
3 —70.4 3.8 3.5 —103.7 5.0 —24,2 —55.9 —9,2 7.0 47.9 —3,409.1 
5 630.1 477.8 489.2 583.6 411.3 350.6 326.5 205.4 203.8 164.3 38,257.3 
9 32.9 25.0 35.4 28.9 21.4 26.1 17.5 35.1 18.4 25.2 31.1 
1 23.6 DLee Preys 15:3 13.7 18.9 11.5 2355 11.1 17.3 14.7 
3 18.0 19.8 22.4 9.1 10.5 11.7 6.5 19:2 9.4 18.3 9.2 


ase in other countries and Argentina recorded 
net outflows, while in Uruguay, Colombia, 
3razil, Chile and Venezuela payments pressures 
sombined with other pressures resulting from 
! he compensatory external financing. Short-term 
iabilities in Peru, especially those deriving from 


“rade arrears, had to be refinanced at the end of 


r so had some recourse to this kind of financing; 
Panama was the only one of these countries 
which was not subject to any pressure, owing to 


Under the head of foreign compensatory 
rapital, official transfer payments used to com- 
‘oslement the external financing of all countries 
lattained high absolute or relative levels in some 
‘Of them, with the exception of Venezuela and toa 
lesser extent Argentina. In some caseg they helped 
ko prevent payments pressures (Bolivia, Guate- 
jnala, the Dominican Republic, Haiti, Panama 
und Costa Rica) while in others (Brazil, Chile, 
yPeru and Colombia) they reduced the pressure, 
jind in others again (Ecuador, Honduras, 


Nicaragua and Paraguay) they filled gaps in 
other forms of financing. 


If these capital flows are compared with cur- 
rent foreign exchange receipts, it is found that, 
of all the countries of the region, Bolivia relied 
most heavily on external financing, in both gross 
and net terms (the figures were 68.9 and 51.1 per 
cent respectively of its current foreign exchange 
income), without experiencing serious payments 
pressures owing to the volume of the official 
transfer payments it received over the period 
1955-66. At the opposite end of the scale, Vene- 
zuela relied least on external financing, which 
represented 13.2 per cent (gross) and 4.5 per cent 
(net) of its foreign exchange receipts. Neverthe- 
less, it encountered payments pressures arising 
out of accelerated debt repayments and the need 
of the monetary authorities to improve their net 
position. The corresponding gross figures were 
approximately 48 per cent for Chile and Brazil; 
36.3 per cent for Colombia; around 35 per cent 
for Costa Rica, Mexico, Paraguay and Uruguay; 
some 33 per cent for Guatemala and Argentina; 
28 per cent for the Dominican Republic and 
Peru; approximately 25 per cent for Nicaragua, 
Haiti and Panama; and between 21 and 18 per 
cent for Ecuador, Honduras and El Salvador. 


The different levels of amortization and other 
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q 
Pd 
( 
Table 54, Latin Aa 
( 


Gross inflow of foreign compensatory Amortization and other capital pa: ; 


and non-compensatory capital 


1965 1966 1967 1965 

Argentina : : : ; : : : 322.0 379.0 383.0 | —588.0  —484.0 

Bolivia . x ; ; 3 : i : 63.5 60.0 60.7 —11.2 —28.0 ) 
Brazil . . ; A . i ‘ : 934.0 778.0 728.0 — 920.0 — 663.0 - 
Chile. : : 5 : i : : 374.0 382.0 398.0 —2840 —258.0 —21 
Colombia ; : : ; ‘ 3 Z 184.5 435.8 359.6 —216.9 —143.8 —22 
Ecuador. : ; ¢ : ; . : 52.4 56.3 59.0 —12.5 — 12.0 -1 
Mexico . ‘ : : aes : “ O15 970.0 1,177.0 —384.0 -4990 —4] 
Paraguay ; : z . : F . 21.8 30.8 38.5 —7,3 —7.5 = 
Peru. 5 E ; 2 : 4 : 311.0 328.0 282.2 —58.0 —101.0 —€ 
Uruguay : A ‘ ; ; : ‘ 81.2 98.5 18.9 ' —72,2 —101.9 —4 
Venezuela. ; : : é ; ; 193.0 232.0 212.0 — 42.0 —76.0 —6 
Haiti. : . ; 5 4 5 : 11.6 10.8 7.0 —3.2 —6.7 ae 
Panama . ; : ‘ 7 : ; P 64.0 90.4 52.7 —7.1 —7.6 -3 
Dominican Republic : : ; p ; 96.1 72.1 63.6 — 49.7 — 24.5 -1 
Costa Rica. 2 ; f ' ; ; 112 105.8 85.2 —45.8 —51.2 —3 
E! Salvador . f ‘ ; : ; 5 39.7 71.4 Sree — 13.2 —22.4 = 
Guatemala. : : : j : von LOLS (Ba 100.9 — 28.2 — 62.6 = 
Honduras : 5 ; ; ¢ : : 26.4 28.2 39.3 —6.3 —6.0 -| 
Nicaragua. ; : ; ‘ ; : 56.7 64.3 46.9 —6.4 -—74 —2 
Latin America, excluding Cuba. : : . 3,657.9 4,266.5 4,149.7 —2,756.0 —2,562.6 —2,25 
Latin America, excluding Cuba and Venezuela . 3,464.9 4,034.5 3,937.7 —2,714.0 —2,486.6 —2,23 


Source: ECLA, on the basis of data in IMF, Balance of Payments Yearbook, vols. 19 and 20. 
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Table 55. Latin America: foreign capital fh 


(M 
Exports of goods and services Profits on direct investment 
and private transfer payments and interest payments on loans 

° 1965 1966 1967 1965 1966 196 

Venezuela. , : . 2,569.0 2,482.0 2,623.0 738.0 718.0 736. 
Mexico. : , : , 1,982.0 2,142.0 2,192.0 339.0 373.0 493. 
Argentina. : : f 1,664.0 1,798.0 1,709.0 59.0 163.0 133. 
Brazil . : ; , i 1,798.0 1,937.0 1,915.0 269.0 291.0 313. 
Chile . 5 : ‘ : 798.0 987.0 998.0 121.0 172.0 214. 
Peru. § : : : 781.0 906.0 900.0 95.0 122.0 149. 
Colombia. i : ; 715.7 665.8 718.1 79.2 86.1 106, 
Uruguay ‘ - 2 252.9 248.8 223.5 15.7 19.6 22. 
Ecuador ; ; : - 201.0 208.4 | PRES) 25.0 28.5 26 
Bolivia . ‘ ; ‘ . 127.7 147.0 171.4 4.4 4.5 18, 
Paraguay. ; ; A 68.1 66.2 64.8 3.1 4.4 6 
Haiti. : x : 4 55.8 61.3 59.4 5.2 ST 2. 
Dominican Republic ; ol 158.9 170.9 191.6 13.0 21.0 23. 
Panama : ‘ F 232.5 261.0 281.5 20.4 24.2 15. 
Costa Rica . : é a 143.0 169.8 182.9 14.2 16.0 18. 
El Salvador . : : ‘ 226.0 220.6 240.7 . 9.4 9.6 10. 
Guatemala . ; ‘ 2 233.8 268.3 243.8 13.9 212 22 
Honduras. é ‘ ‘ 140.5 160.0 174.4 14.5 L775 23. 
Nicaragua. ‘ ‘ E 176.4 WTS 187.4 15.1 18.6 20. 
Latin America, excl. Cuba , 12,324.9 13,077.4 13,300.0 1,854.1 2,113.9 2,354. 


Source: As for table 54. 
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low of foreign capital 
ars) 


, low of foreign compensatory 


Profits on direct foreign investment and Net inflow of 
nd non-compensatory capital interest payments on foreign loans foreign capital 
5 1966 1967 1965 1966 1967 1965 1966 1967 
6.0 —105.0 26.0 —59.0 — 163.0 — 133.0 — 325.0 — 268.0 — 107.0 
2.3 32.0 40.5 —4.4 —4,5 — 18.1 47.9 27.5 22.4 
4.0 115.0 90.0 — 269.0 —291.0 — 313.0 — 255.0 —176.0 — 223.0 
10.0 124.0 179.0 — 121.0 —172.0 —214.0 —31.0 — 48.0 —35.0 
/2.4 292.0 134.7 —79.2 — 86.1 — 106.4 —111.6 205.9 28.3 
9.9 44.3 45.3 —25.0 —28.5 — 26.3 4.9 15.8 19.0 
9.0 471.0 698.0 — 339.0 — 373.0 — 493.0 — 110.0 98.0 205.0 
4.5 PR VE) 28.9 —3.1 —4.4 — 6.0 11.4 18.9 22.9 
13.0 227.0 219.2 —95.0 — 122.0 —149,0 158.0 105.0 70.2 
9.0 —3.4 —27.8 —15.7 —19.6 —22.0 —6.7 —23.0 — 49.8 
1.0 156.0 150.0 — 738.0 —718.0 — 736.0 — 587.0 — 562.0 — 586.0 
8.4 4.1 5.9 —5.2 —3.7 —2.9 ge 0.4 3.0 
6.9 82.8 22.7 — 20.4 —24.2 —15.5 36.5 58.6 ze 
7 4 47.6 44.0 — 13.0 —21.0 —23.2 33.4 26.6 20.8 
15.4 54.6 53.6 —14.2 — 16.0 — 18.9 Se 38.6 34.7 
6.5 49.0 30.4 -9.4 -9.6 —10.7 17.1 39.4 19.7 
7 3 6 10.5 58.2 — 13.9 —21.2 —22.6 59.7 —10.7 35.6 
0.1 22.2 29.0 —14.5 —17.5 —23.0 5.6 4.7 6.0 
H0.3 - 156.9 25.6 —15.1 — 18.6 —20.9 35.2 38.3 4.7 
i jad 15703:9'= 1,853.2 — 1,854.1 —2,113.9 — 2,354.5 — 952.2 — 410.0 — 501.3 
0.9 1,547.9 1,703.2 —1,116.1 — 1,395.9 — 1,618.5 — 365.2 152.0 84.7 
dg in relation to the value of exports 
(ers) 
| Amortization and other Total servicing and its relation to the 
a capital payments value of exports 
| 965 1966 1967 1965 Percentage 1966 Percentage 1967 Percentage 
2.0 76.0 62.0 780.0 90.4 794.0 32.0 798.0 30.4 
9 :4.0 499.0 479.0 723.0 36.5 872.0 40.7 972.0 44,3 
98.0 484.0 357.0 647.0 38.9 647.0 36.0 490.0 28.7 
90.0 663.0 638.0 1,189.0 66.1 954.0 49.2 951.0 49.7 
(4-0 258.0 219.0 405.0 50.7 430.0 43.6 433.0 43.4 
i) 8.0 101.0 63.0 153.0 19.6 223.0 24.6 212.0 23.6 
(16.9 143.8 224.9 296.1 | 41.4 229.9 34.5 331.3 46.1 
2.2 101.9 46.7 87.9 34.8 121.5 48.8 68.7 30.7 
2.5 12.0 13.7 37.5 18.7 40.5 19.4 40.0 17.9 
qyle2 28.0 20.2 15.6 1232 32.5 2241 38.3 22.3 
(7.3 75 9.6 10.4 15.3 11.9 18.0 15.6 24.1 
a2 6.7 1.1 8.4 15.0 10.4 17.0 4.0 6.7 
9:7 24.5 19.6 62.7 39.5 45.5 26.6 42.8 22 
i§ tel 7.6 30.0 21S 11.8 31.8 12.2 45.5 16.1 
(yp5.8 51.2 31.6 60.0 42.0 67.2 39.6 50.5 27.6 
093-2 22.4 6.8 22.6 10.0 32.0 14.5 17.5 qe) 
8.2 62.6 42.7 42.1 18.0 83.8 3152 65.3 26.8 
46.3 6.0 10.3 20.8 14.8 23:5 14.7 33.3 19.1 
ni 6.4 7.4 21.3 PAS 12.2 26.0 14.7 42.2 22.5 
30 6.0 2,562.6 2,296.5 4,610.1 37.4 4,676.5 35.0 4,651.0 35.0 
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capital payments and the different terms of ex- 
ternal financing must be set against these gross 
figures in each country, when it will be seen that 
the countries are ranked in a different order 
according to the net figures. Besides Bolivia, the 
countries that came highest were Costa Rica, 
Guatemala, Paraguay and Chile, with close to 25 
per cent; for Panama and Uruguay the figure is 
approximately 22 per cent; for Mexico, Peru and 
Nicaragua, 19 per cent; for Brazil and Haiti, 17 
per cent; for Colombia and the Dominican 
Republic, 16 and 15 per cent respectively; and 
for Ecuador, Argentina, El Salvador and Hon- 
duras, between 14 and 11 per cent. 


In general, payments pressures were most 
acute in the countries which relied most on short- 
and medium-term compensatory and non- 
compensatory external financing to cover their 
current deficit on the balance of payments. The 
deficit was mostly due to the decline in prices 
and the contraction of demand, which reduced 
the value of exports. Without going into all the 
reasons, it should be noted that international 
financing was on the whole somewhat inflexible 
and costly. This was due to short repayment 
periods and high interest rates for loans, and to 
heavy remittances of profits on direct investment, 
all of which are factors that weigh heavily in the 
present structure of the region’s balance of pay- 
ments. 


(ii) The net inflow of foreign capital and the 
volume of capital servicing. A clear view of this 
topic will be gained by comparing the volume 
and sign of the net inflow of foreign capital and 
the incidence of capital servicing with the value 
of exports of goods and services (see tables 54 
and 55). 


The inflow of foreign capital has generated a 
counterflow of services payments—amortization 
and interest on debts, and profits and deprecia- 
tion in respect of direct investment—which has 
grown so rapidly and steadily that the net result 
has become an outflow rather than an inflow. 
This was the case in 1965, owing to the debts 
incurred in earlier years; as the inflow of new 
capital declined in volume, servicing commit- 
ments actually led to an outflow of capital 
amounting to nearly 1,000 million dollars. The 
increase in the gross inflow in subsequent years 
helped to lower this figure, although the net in- 
flow remained a negative amount (410 million 
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dollars in 1966 and 500 million in 1967). Unless 
there is a very steady and rapid increase in t : 
inflow of new capital, there will inevitably be 
great ups and downs in the net inflow of extern 
funds; the net figure will be high when the inflow: 
increases sharply, and low when it declines an 
the servicing commitments in respect of carligy 
inflows consume a larger share. 


The problem becomes more acute if the in-| 
crease in the service payments on foreign capital] 
is not accompanied by a similar increase i 
exports, since such servicing is absorbing 4) 
growing share of current income from exports of} 
goods and services. There has been a very} 
marked trend in this direction in Latin America} 
since the mid-nineteen-fifties. 


During the period 1955-59, remittances off 
profits and interest and amortization and other} 
payments on foreign capital represented approxi} 
mately 25 per cent of the current value of export} 
of goods and services. This proportion rose to ‘od 
average of around 33 per cent during the period} 
1960-64 and climbed to above 37 per cent in| 
1965, falling slightly in 1966 and 1967. ma | 


Despite the more favourable trends of these} 
last two years, these proportions are very high} 
and have appreciable repercussions on the struc} 
ture and stability of the regional balance of a 
ments. The proportions vary from country tc 
country within the region. Compared with th¢ 
average of 35 per cent in 1967 for the region as% 
whole, in at least four countries (Brazil, Colom} 
bia, Chile and Mexico) the proportion was aboyi| 
40 per cent; in three (Argentina, Uruguay an¢ 
Venezuela) it was close to or slightly above 3(}) 
per cent; in seven (Peru, Bolivia, Paraguay, thi | 
Dominican Republic, Costa Rica, Guatemali}) 
and Nicaragua) it was between 20 and 30 pe 
cent; in three (Ecuador, Honduras and Panama 
it fluctuated between 15 and 20 per cent; ani 
only in Haiti was it below 10 per cent. . 


In 1968 these proportions may have droppe(! 
again to some extent because of the rise in ex 
ports of goods and services. At the same time//! 
the gross inflow of foreign capital increased ; thi? 
implies greater liabilities in the future, and dil} 
nothing to modify the structure of the regioné} 
balance of payments, which will probably re 


sector in the coming decade. 


Chapter IV 


THE PUBLIC SECTOR 


The general lines followed by development 
olicy since the beginning of the current decade 
ave laid a heavy burden of responsibility on the 
uublic sector, in respect of both its direct action 
nd its sphere of indirect influence. The objec- 
ives pursued—the acceleration of economic 
rowth, the introduction of reforms in several 
asic aspects of the economic and social struc- 
ure, the expansion of social services on a con- 
iderable scale and the promotion of more 
quitable income distribution, the establishment 
f bases for an integrated Latin American 
conomy, etc.—presuppose action on the part 
f the public sector, in its role as an agent of 
evelopment, which extends beyond the scope 
f the restricted functions traditionally assigned 
o it. Accordingly, in drawing up a balance of 
ome of the characteristics of the region’s 
conomy at the close of the nineteen-sixties, it 
eems appropriate to take into account the extent 
0 which the public sector is equipped to formu- 
ate and apply development policies. 


In the following pages an attempt is made at 
ganized presentation of some of the relevant 
lata available, with reference to three aspects of 
he question which seem especially important: 
irst, the resources channelled through the public 
ector, the size and sources of its income and the 
yomposition of its expenditure: secondly, the in- 
titutional organization of the public sector, and 
suiding principles and procedures for reforms in 
ts administrative structure; and, thirdly, its 
vapacity to adopt planning decisions, either 

ough planning machinery and instruments 
roper, or through the traditional media of 
onomic policy. 

The background data and evaluations that 
an be presented in this connexion are frag- 
entary and often conjectural. Notwithstanding 

e obvious importance of the topic, relatively 
ittle progress has been made in systematizing a 
‘ontinuous and comprehensive flow of data on 
he public sector. In many cases, difficulties are 
countered even in evaluating its size in terms of 
he resources it uses, since the orderly presenta- 
ion of data is confined to the central Govern- 
nent, and nothing of the kind is done in relation 


to the regional and local authorities, autono- 
mous agencies and public enterprises. In other 
instances, data deriving from the public sector 
accounts are classified by institutions and are 
not broken down to a low enough level of aggre- 
gation for their economic or social significance to 
be apparent. Such factors as these suggest the 
need for a more energetic drive to improve re- 
porting systems in the fields under discussion, so 
that the requisite statistical data can be obtained 
with punctual regularity, and a periodic balance 
can thus be drawn up, suitable for the purposes of 
economic analysis, and comparable to those 
which are now systematically prepared for other 
aspects of the operation of economic systems (for 
example, the recording of external transactions 
in balance-of-payments accounts). 


1. RESOURCES CHANNELLED THROUGH THE 
PUBLIC SECTOR 


The ratio between public expenditure! and the 
total domestic product varies widely from one 
Latin American country to another (see table 
56). In three countries—Brazil, Chile and 
Uruguay—it reached or exceeded 30 per cent in 
1966; it fell between 25 and 30 per cent in Argen- 
tina, Bolivia, Colombia, Costa Rica, Ecuador, 
Mexico, Panama and Peru; and in El Salvador, 
Guatemala, Haiti, Honduras, Nicaragua and 
Paraguay it was less than 20 per cent. 

For illustrative purposes, it is worth mention- 
ing that the ratios in the first two groups are 
comparable to those generally shown by the 
industrialized economies—between 30 and 40 
per cent in the countries of Western Europe and 
about 30 per cent in Canada and the United 
States—while the corresponding figures for the 
third group are far lower. 


The public sector’s percentage shares in the 
product are the result of heavy and increasing 


1Ror the purposes of the present comparison, the 
concept of “public expenditure’? includes general 
government expenditure on current account (excluding 
that of public enterprises) and capital outlays of the 
consolidated public sector. Data on a sufficient number 
of counties are not available for any year later than 
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Table 56. Latin America: percentage share of 
public sector* in gross domestic product 


Country 1955 1966 
Argentina . : R ; : 27 28 
Bolivia ; 2 ; , > sist 23 
Brazil . ; , : k ; 24 33 
Chile . i ; : . 4 23 35 
Colombia . 4 4 ‘ : 20 21 
Costa Rica . ; ; ‘ sf 21 
Dominican Republic : : ‘ wae 25 
Ecuador . : : ; ; 21 23 
El Salvador . ‘ ‘ " ‘ bea 18 
Guatemala . : : f F 13 14 
Haiti . i : ‘ q : se 10 
Honduras . : 3 4 ‘ 12 16 
Mexico ; ; ; 4 ; 15 22; 
Nicaragua . : : ‘ ; noe ibe 
Panama ; ; : a ‘ 21 22 
Paraguay . F a ; Age: 18 
Peru . ; ; ; ; : 19 21 
Uruguay . ; K 5 : 26 30 


Venezuela . ; : : ; 28 26 


Source: ECLA, on the basis of official statistics. 

* Comprising total general government expenditure 
(including that of autonomous agencies) and capital outlays 
of public enterprises. 


pressures for expansion of expenditure and of the 
no less formidable rigidities and obstacles that 
stand in the way of a corresponding improve- 
ment in income. Hence it is that in many coun- 
tries—including Argentina, Bolivia, Colombia, 
Ecuador, Guatemala, Panama, Peru and Vene- 
zuela—the ratios in question underwent no very 
marked changes between 1955 and 1966; on the 
other hand, they increased significantly else- 
where, for example, in Brazil, Chile, Costa Rica, 
Honduras and Mexico. 


(a) Rigidity of public sector income 
In addition to the fact that tax machinery is 
not equal to the task of keeping tax yield abreast 
of the increases in the total product, various 
other determinants have been responsible for the 
somewhat restrictive trends of public sector in- 
come. 


One of these factors, to which great signifi- 
cance attaches in several countries of the region, 
derives from the steady decline of the external 
sector’s relative importance in the economy as a 
whole, and from the changes in the composition 
of foreign trade in general and of imports in par- 
ticular. As long as the external sector accounted 
for a relatively high proportion of the product, 
the amount of resources provided by export taxes 
was also relatively large, especially as the trans- 
actions concerned are easy to keep under super- 
vision; but the significance of these resources has 
decreased in the same proportion as the over-all 
coefficient of exports, and also in so far as efforts 


to diversify the composition of exports have had 
to be accompanied by tax incentives applicable 
at least to the new lines of production. Much the 
same thing has happened in the case of import } 
duties, the incidence of which has weakened as 

the over-all import coefficient has declined and 
the substitution process has gradually confined 
the composition of imports to essential consumer } 
goods, intermediate products and capital goods 
which lend themselves less readily to the applic 
tion of high duties than consumer goods of a non- 
essential or definitely luxury type. 


In some cases, not only has the relative impor- 
tance of external-sector taxation decreased, but in 
addition instruments such as multiple exchange 
rates, which at certain times have represented *| 
valuable source of funds, have been eliminated. | 


Elsewhere, and particularly in the Central 
American countries, the expansion of intra: 
regional trade, based on procedures for reducin 
or abolishing duties on imports from within the} 
area, has likewise weakened the significance o 
taxation on external transactions. 

A better idea of the scale of the process can be} 
obtained from the following figures: berweeall 
1960 and 1966 the proportion of total tax revenué}) 
corresponding to taxes on the external sector 
contracted from 37 to 25 per cent in Argentina, 
from 12 to 9 per cent in Brazil, from 34 to 33 per 
cent in Chile, from 46 to 32 per cent in Guate: 


mala, from 27 to 16 per cent in Mexico, and from 
82 to 77 per cent in Venezuela. A 


Owing to these and other similar factors, the }} 
partial loss of such sources of public sector in-}, 
come has had to be offset by increased internal) 
taxation, which in its turn has necessitated more} 
complex machinery for the application of tax tay 
provisions and controls, especially i in the case of} 
direct taxes. Thus, “‘tax reform’ has become one 
of the salient objectives of economic policy,| 
especially during the nineteen-sixties. In practice, 
there have been continual modifications of the} 
tax system, which in such countries as Brazil, } 
Chile and Mexico—precisely those in which 
public expenditure has gained most in relative} 
importance—have signified appreciable changes;}) 
but even so, generally speaking, no radical meta-}) 
morphosis of the existing systems has taken} 
place.? 


In several instances, the relative decline in} 
taxation on foreign trade has been counter 
balanced by a relative increase in the proportion 


2See Economic Survey of Latin America, 1967 (Unitec| 
Nations publication, Sales No.: E.69.1I.G.1), where 
experience in this respect in Argentina, Brazil, Chile} 
Guatemala, Mexico and Venezuela is analysed in fulley_ 
detail, with reference to the period 1960-66. 
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f indirect taxes, and in a very few cases by a real 
xpansion of the share of direct taxes. In 1966, 
urrent income from sources other than taxation 
epresented relatively small proportions of total 
urrent income—less than 10 per cent in Chile, 
juatemala, Mexico and Venezuela, although the 
orresponding figures for Brazil and, above all, 
\rgentina were higher. 


Tax revenue in the aggregate has been prone 
9 lag behind public expenditure requirements, 
nd current savings have not sufficed to finance 
apital outlays. Hence there has been a growing 
sndency to resort to financing by means of in- 
srnal and external credits. Although the figures 
sually vary a good deal from one year to the 
ext, the situation in 1966 may be considered 
uirly representative. In that year, the proportion 
f capital expenditure financed out of current 
avings amounted to approximately 60 per cent 
1 Brazil, Chile, Colombia and Venezuela, and to 
bout 40 per cent in Ecuador, Mexico, Paraguay 
nd Uruguay, while in other countries (Argen- 
na, Costa Rica, the Dominican Republic, Peru) 
was much smaller. Of the credits which bridged 
ie gaps in the same year, the percentages that 
ame from internal and from external sources 
aried widely. For instance, whereas in Argentina 
le proportion of internal credits was very high, 
1 the Dominican Republic, Paraguay and Peru 
ne third or more of the deficit was covered by 
xternal loans. 


(b) Composition of public expenditure 
In face of the relative inelasticity of income, 
ressures for the expansion of public expendi- 
ire affected its different components in widely 


differing degrees, according to the economic 
structure, institutional organization and over-all 
economic policy of the various countries. Hence 
it is hardly possible to generalize on the com- 
position of public expenditure by purposes in 
relation to Latin America as a whole. 


A very broad picture of the situation in 1966 
is afforded by the figures for thirteen Latin 
American countries appearing in table 57. As 
can be seen, the share of current expenditure 
ranged from a little over 50 per cent (Colombia) 
to about 80 per cent (Dominican Republic), 
standing at approximately 70 per cent in most 
cases. As a counterpart capital outlays accounted 
for significant proportions of total public expen- 
diture—some 30 per cent as a rule, although in 
individual countries figures as low as 20 per cent 
or as high as about 50 per cent may be noted. 


Great differences are also observable in break- 
downs of current expenditure by consumption 
items—primarily for the administrative, econo- 
mic and social services supplied directly by the 
public sector—and transfer payments, in which 
the major weight is carried by official contribu- 
tions to social security systems (Argentina, Chile, 
Mexico, Uruguay), and other forms of current 
subsidies (Brazil), together with interest pay- 
ments on the public debt. In the course of the 
nineteen-sixties, pressure for the expansion of 
each of these types of expenditure has become 
stronger. Social betterment objectives, reflected 
in some instances in specific targets for the ex- 
pansion of particular services (health and educa- 
tional services, for example), have presented a 
greater drain on national budgets, a development 
which, in the last analysis, implies that a serious 


Table 57. Selected Latin American countries: composition of public expenditure, 1966 


(Percentages)* 
Current expenditure Capital expenditure 
Country Trans- Real Financial Debt 
Total Consumption fer pay- Total _ invest- invest- _ servic- 
ments ment ment ing 

Argentina 70.8 40.4 28.9 DOD ec ove 1.4 2.6 
Brazil 69.6 41.3 28.3 30.4 < 29,2 > jo 
Chile 5 66.8 39.5 21.6 Siete p77 | 7.8 a3 
Colombia. 52.8 40.6 9.0 47.2 < 34.8 > 12.4 
Costa Rica Oe 47.5 17.0 29.8 19.6 4.3 5.9 
Dominican Republic. 78.7 69.6 8.8 PWNS li Uhe72 2.4 37 
Ecuador . : 70.8 53.9 16.9 29.2 < 22.4 > 6.8 
Guatemala 69.1 56.3 12.8 30.9 <— 18.7 > | PAP. 
Mexico 60.9 31.1 29.8 39.1 < 27.7 > 11.4 
Paraguay . 57.1 42.9 25.6 9.0 8.3 
Peru 68.3 60.6 Ge7, See Se Nyf 11.8 6.2 
Uruguay . 65.0 B15 33.2 35.0 19.4 9.8 4.6 
Venezuela 57.2 49.8 4.7 42.8 25.9 2.6 mp} 


Source: ECLA, on the basis of official statistics. ual 

" The percentages given do not add up to 100 in all cases because some minor items have not 
been taken into account. The capital expenditure of Venezuela does not include (non-consolidated) 
transfers of capital to public agencies and enterprises which represent from 8 to 9 per cent of the total. 
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responsibility is incumbent on this public sector 
function as a mechanism for the more equitable 
distribution of real income. The shortage of 
employment opportunities, especially in the case 
of population sectors which have had access to 
some form of secondary education, has exerted 
another kind of pressure on the volume of ex- 
penditure on general administrative services; al- 
though total manpower absorption in the public 
sector has not greatly outstripped the growth of 
the product and of the economically active popu- 
lation, it has constituted, in relative terms, an 
obstacle to the transfer of resources from ad- 
ministrative services to others of higher priority. 
In many countries, the social security systems 
still benefit comparatively small segments of the 
labour force, and the authorities are consequently 
faced with persistent demands for their extension 
to the groups not yet covered. In others, where 
the systems are more comprehensive and have 
been in operation longer, the absolute level of the 
resources required for their maintenance is high 
while at the same time the possibilities of tem- 
porarily using them as sources of funds for in- 
vestment purposes are steadily decreasing, with 
the transition—de jure or de facto—from capital 
formation systems to distribution systems. Lastly 
the incidence of interest payments on the public 
debt is also becoming heavier, in so far as gov- 
ernments have had increasingly intensive re- 
course to borrowing. 


Demands for the expansion of capital expen- 
diture derive both from the fact that over-all 
investment coefficients are relatively low in 
general, and fromthe publicsector’s responsibility 
for augmenting specific components of the 
national stock of capital, primarily infra- 
structure. In addition, demand for the provision 
of housing facilities and allied services has been 
considerably stepped up in recent years, espe- 
cially where low-cost housing is concerned. 


Clearly, in 1960-66 the growth rates of public 
investment in most of the Latin American coun- 
tries exceeded those of private investment, 
whatever the levels and trends of the over-all in- 
vestment coefficient. Thus, in some countries 
(Argentina, Brazil, Chile, Colombia, Uruguay) 
the more dynamic evolution of public invest- 
ment made up for the sluggish growth or decline 
of private investment, while in others (Bolivia, 
Costa Rica, El Salvador, Mexico, Paraguay, 
Peru) the expansion of public investment was 
accompanied by equally significant increases in 
private investment, and both helped to speed up 
the rate of capital formation. There were also 
some countries—including the Dominican Re- 
public, Ecuador, Guatemala, Nicaragua, Pana- 
ma and Venezuela—in which these trends were 
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reversed, and public investment increased sligh e ‘| 
less than private investment over the same | 
period. | 

The outcome of all these trends was that in | 
most countries public investment came to rep- | 
resent much larger proportions both of the — 
product and of total investment. In other words, | 
the allocation of a considerable share of the re- | 
sources mobilized for capital formation fell } 
within the province of direct official decisions, | 


| 


although in many cases appreciable inroads were | 
made upon these funds by the servicing of the | 


public debt (see table 57). Most of the resources |) 


| 
in question were used for real investment, while a | 
smaller proportion—which, however, acquired 
significance in 1966 in certain countries, includ- 
ing Chile, Paraguay, Peru, Uruguay and Vene- | 
zuela—represented financial investment, i.e. | 


ferred through various channels to other insti- | 
tutional sectors. 


The lack of a systematic flow of data makes it 
difficult to give a fairly accurate account of the 
destination of public investment by purposes | 
and by sectors of economic activity. Broadly } 
speaking, the biggest proportion goes to invest- | 
ment in infrastructure, including generation of 
electric power and, principally, transport and } 
communications. In some countries, and in cer- | 
tain years, the public investment channelled into | 
the fuels sector has attained relatively high levels, } 
Again as a general rule, only modest shares fall 
to agriculture and manufacturing, although in | 
some cases, in addition to the funds allocated to |) 
agriculture, considerable amounts are invested } 
in the construction of dams and irrigation works | | 
(Mexico) and in specific regional development } 
programmes (Peru). The proportion of social in- } 
vestment varies substantially from one country to } 
another and from one year to the next, especially 
in the case of housing programmes, since invest- | 
ment in the expansion of basic facilities for the | 
provision of educational and public health ser-} 
vices is usually more steadily maintained. 


This over-all picture shows how little reliance ) 
can be placed on any generalization as to either’ 
the aggregate relative importance or the com-) 
position of public sector income and expendi-} 
ture. Even so, from the particular angle that is of} 
interest here—that is, the ability of the public} 
sector to formulate and apply specific develop-} 
ment policies—a few general conclusions can be} 
drawn. One of these relates to the all too well} 
known difficulties of reconciling the steadily) 
increasing demand for expansion of public ex-| 
penditure with the structural and institutional] 
rigidities which hamper the public sector’s effo 
to raise its income. In some countries, this in-| 
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ompatibility has been keeping the relative im- 
ortance of total public expenditure stationary 
uring the nineteen-sixties, while in others the 
bstacles have been overcome and the ratio be- 
ween public expenditure and the aggregate 
lomestic product has risen to a remarkable ex- 
ent. In the latter group in particular, appreciable 
hanges have been introduced in tax systems; 
ut even there no substantive tax reform can be 
aid to have taken place, especially if other ques- 
ions, such as the impact of taxation on income 
edistribution, are taken into account. Within 
otal public expenditure, relatively more dyna- 
nic trends have been shown by capital outlays, 
f which in some cases considerable proportions 
ave been financed out of non-tax resources that 
mply increasing indebtedness. In several coun- 
ries these trends in public investment have offset 
_ relative decline in private investment or have 
ombined with the latter to raise the over-all 
nvestment coefficient. As a result of the trends 
n question and of the ratios formerly prevailing, 
he proportions of resources channelled through 
he public sector vary widely at present from one 
ountry to another. In general terms, however, it 
nay be concluded that public institutions have 
roadened their sphere of direct action and, 
herefore, their possibilities of significantly in- 
luencing the use of resources to promote some 
f the basic objectives of development policy. 


2. THE INSTITUTIONAL ORGANIZATION OF 
THE PUBLIC SECTOR 


The proportion of resources channelled 
hrough the public sector is one of the factors 


which determines how effective the State is in 
promoting and directing development. It is not 
the only factor, however, since its effectiveness 
also depends on the way in which such resources 
are used. It may be appropriate here to consider a 
particular aspect of this question and to look at 
the background of the institutional organization 
of the public sector in terms of the nature of the 
organs responsible for distributing resources. 


Some of the fragmentary information avail- 
able covering a number of countries in the region 
is summarized for purposes of illustration in 
table 58, which shows the proportions of public 
spending attributable to the Central Govern- 
ment, state or provincial governments, munici- 
palities, autonomous bodies and public enter- 
prises. 

Logically enough, the proportion of resources 
channelled through the Central Government as 
such is greatly dependent upon the political and 
administrative structure of each country, and is 
much higher in countries with unitary systems 
than in those with federal systems. In 1966, for 
example, the proportion of current expenditure 
attributable to the Central Government was rela- 
tively low in Argentina and Colombia (34 and 42 
per cent respectively) and very high in Costa Rica 
and the Dominican Republic (56 and 77 per cent 
respectively). In Argentina and Colombia, the 
proportion attributable to provincial and state 
governments is quite large—over one quarter of 
total current expenditure for Argentina and al- 
most one sixth for Colombia—while in all four 
countries the proportion attributable to munici- 
palities is relatively small. With the exception of 


Table 58. Selected Latin American countries: channelling of public expenditure by 
type of public entity, 1966 


(Percentages) 
Central ‘State or _- 7. Auton- Public 
aH Govern Fpovern es De oe 
ment 
Current expenditures* 
Argentina . 33.9 26.0 35.9 
Chile. 41.7 di te 58.3 
Colombia . 41.9 14.9 8.2 35.0 
Costa Rica : 55.9 a 4.5 39.6 
Dominican Republic . 76.8 8.4 14.8 
Investment 
Brazil 12.0° 8.8 10.1 33.8 35.3 
Chile. 28.6 a ees 46.3 25.1 
Colombia 20.5 3.3 24.2 < 52.0 > 
Costa Rica ‘ , 15.6 Bl < 81.7 —> 
Dominican Republic . 46.1 < 11.3—> < 426—> 
Mexico 34.0° < 10.8 > < 55.2 > 
Peru . 40.3 29.3 30.4 


Source: ECLA, on the basis of official statistics. 
® The current expenditures of public enterprises were not analysed. 


> Federal Government. 
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the Dominican Republic, however, in all the 
countries listed the proportion of current expen- 


diture attributable to autonomous bodies re- — 


presents more than one third of total expenditure; 
in Chile it is close to 60 per cent, which explains 
the small proportion for the Central Govern- 
ment despite the fact that Chile is a country 
with a unitary system. 

Under capital expenditure, however, the pro- 
portion attributable to the Central Government 
—or to the state or provincial governments in 
federal systems—is relatively much smaller, while 
that of the autonomous bodies and public enter- 
prises is greater. 

The way in which resources are channelled 
through the various components of the public 
sector is particularly important for assessing the 
efficacy of planning machinery in redirecting 
public spending to conform with specific develop- 
ment policy objectives. Since this question will 
be discussed more fully in the following section, 
the components of the public sector will be de- 
scribed in some detail here. 

The number of decentralized or autonomous 
bodies has increased rapidly since the Second 
World War in most Latin American countries, as 
has their sphere of action. In many cases new 
responsibilities have led to the establishment of 
special organs to fulfil the new functions re- 
quired, and this trend has been strengthened by 
efforts to eliminate the rigidities (in procedures, 
recruitment methods, wage and salary systems, 
etc.) of the traditional public administration. The 
result has often been a multitude of autonomous 
or semi-autonomous bodies which have been 
grafted on to an administration without enough 
effort being made to modernize it and equip it to 
meet its new responsibilities. 

These decentralized bodies are sometimes 
regional and sometimes sectoral in scope and 
their aims are very diverse, ranging from the 
provision of specific services to the execution of 
public works, and even the management of credit 
funds. Such bodies have made it easier to give 
special attention to particular problems and their 
efforts have enjoyed some degree of continuity, 
since they are relatively untouched by the politi- 
cal vicissitudes to which the central administra- 
tion is usually subject. On the other hand, they 
have probably made it more difficult to co- 
ordinate and revise priorities at the national level 
because of their large degree of independence of 
the Central Government and their natural wish 
to retain control over their own activities. 

In contrast, local governments, especially 
municipalities, have probably tended to lose 
some of their importance as agencies responsible 
for the disbursement of public funds. Changes in 
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the trend towards the geographical concentration a | 
of economic activity, combined with the fact that 4 
many components of the infrastructure are be- | 
coming increasingly larger in scale, are all factors | 
which have led to a gradual reduction in the | 
sphere of action and responsibilities of local | 
governments. The fact that local governmentagy 7 
have little real opportunity of making invest- | 
ments on their own. and their declining abil a 
because of their political status—to influence the © i 
decisions of the Central Government bodies or | 
public enterprises in any significant respect, have a 
meant that their functions have been restricted - 
to representing a region in a very broad political — | 
sense and to administering strictly municipal | 
public services (street-lighting, sanitation, main- 
tenance of rural roads and sometimes the ad- 
ministration of urban or suburban transport — 
services). So far the link between local govern- 
ments and the new planning bodies has been 
flimsy, or even non-existent, and hence the | 
resources received have not been sufficient to | 
promote development. In the case of municipali- | 
ties, progress is usually confined to the prepara- | 
tion of what are termed “indicative plans” fora } 
few cities which aim at rationalizing the focal ‘ i 


sion of local services and defining the function | i] 
of the city and its sphere of influence within an 
wider regional context—all this, however, con 
fined to physical planning. Only ‘the few munici- | ; 
palities in the largest cities are able to plan action || 
on a bigger scale and mobilize a significant} 
amount of resources. ‘oll 


Given the increased stress laid on improved } 
regional distribution of economic activity in |), 
national development policy in recent years, 
conditions are ripe for a revival of the role of | 
local governments. However, as occurred with } 
the traditional administrative structure on to }) 
which new bodies were grafted, this concern has | 
led to the establishment of new machinery for |) 
promoting regional development, with wide- | 
ranging regional responsibilities. In some cases |), 
this machinery acts in more than an advisory} 
capacity and is specially responsible for the co- }/- 
ordination and even the direct execution of the | 
principal development projects in a region. This } 
is the case, for example, with the Department for } 
the Development of the Nordeste (Superinten- }! 
dencia de Desenvolvimento do Nordeste—} 
SUDENE) in Brazil, the Venezuelan Corpora- | 
tion for the Guayana area (Corporacién Venezo- | 
lana de Guayana), the Cauca Valley Corporation } 
(Corporacién del Valle del Cauca) in Colombia, 
the Centre for the Rehabilitation of the South }, 
(Centro de Reconversion del Austro) in Ecuador, fa 


tc. These are generally more or less technical 
yodies and are relatively independent of local 
yovernments, which act mainly in an advisory 
‘apacity in relation to these bodies; in addition, 
he technical bodies may often have direct 
lecision-making powers in economic matters re- 
yarding infrastructure or agricultural or indus- 
tial production. 

Because of their nature, public enterprises 
equire a delegation of authority and flexibility of 
yperation which are difficult to reconcile with the 
isual procedures of the traditional forms of ad- 
ninistration; so much so, in fact, that they often 
lave to operate in accordance with private rather 
han public law. The extent and nature of their 
unctions vary according to the special features 
yf each country, with the provision of public 
ervices, especially transport and electricity, 
iccounting for the major share. In many cases, 
yublic enterprises have had a significant part to 
lay in particular branches of manufacturing, as 
art of a deliberate policy to promote develop- 
nent, or have sometimes been formed as a result 
f quite fortuitous circumstances. * 


A recent study on the thirty largest enter- 
rises in each of six Latin American countries 
ives some idea of the relative importance of 
ublic enterprises and of the range of activities 
hat they now cover.‘ It appears from the study 
hat the assets of public enterprises are equivalent 
© approximately one third of the total capital of 
he thirty largest enterprises in each country. 
)f the seventy-one public or semi-public State- 
ontrolled enterprises on the list, eighteen have 
nancial or banking activities, thirteen produce 
nd distribute electric energy, seven run railways, 
ix are producers of iron and steel, four of 
etroleum, four provide telephone services and 
arry out municipal works, and a smaller num- 
er are concerned with sugar production, prepa- 
ation of chemical products, distribution of 
oods, ports and shipping fleets, tourism, air- 
nes, gas supply and mining. 

To some extent, the growth of public enter- 
rises is a consequence of technological progress, 


®This was the case, for example, with some public 
nterprises in Argentina, which were formed as a result 
f the nationalization of German enterprises towards the 
ad of the Second World War, and also with some in the 
lominican Republic, which were formed when certain 
idustrial concerns were taken over by the State after the 
olitical changes of 1961. 

“Frank R. Brandenburg, The development of Latin 
merican private enterprise (Washington, National 
lanning Association, May 1964). The countries covered 
y the study are Argentina, Brazil, Chile, Colombia, 
fexico and Venezuela. Excluded from the study are 
iterprises holding petroleum contracts in Argentina 
id all the petroleum enterprises of Colombia and 
enezuela. 


which necessitates large-scale production units 
and substantial investment. Since private entre- 
preneurs in Latin America do not have enough 
capital, in practice new development projects 
can be financed only with the help of public funds 
or foreign investment. This is illustrated by a 
recent compilation of data on fifty of the largest 
enterprises in Argentina (enterprises with sales 
totalling more than 7,000 million pesos annually), 
from which it appears that one third of the total 
value of their sales is attributable to State enter- 
prises, approximately half to foreign enterprises 
and one sixth to Argentine private companies.® 

In short, the traditional administrative appara- 
tus of the Central Government, and in some 
cases that of state or provincial governments and 
local governments, on to which a whole complex 
of autonomous bodies with specific functions 
or with sectoral or regional responsibilities and a 
growing number of public enterprises have been 
grafted, now forms an extremely complex public 
sector in most Latin American countries. 
Inasmuch as this has not been the outcome of an 
over-all plan but rather of the necessity of 
meeting needs as they arise, it is inevitable that 
there should be quite a high degree of over- 
lapping of functions, duplication of responsi- 
bilities, lack of communication between bodies 
influencing certain aspects of the economy, and 
difficulty in co-ordinating action and allocating 
resources in line with a common approach to a 
clearly defined development policy. 


All this experience does not seem to have been 
analysed in sufficient depth with a view to 
developing an approach on the basis of which 
the institutional structure could be reorganized 
in line with current development needs. Hence, 
although there has been widespread acceptance 
in recent years of the need for administrative 
reform, there has been little actual progress 
towards it. Because no approach of this kind 
exists, efforts have tended to focus in the main on 
auxiliary functions relating to the internal 
methods and procedures of the public adminis- 
tration and much less on equipping the adminis- 
tration to deal with the substantive tasks it must 
undertake. 

Great progress has already been made in such 
matters as personnel administration, procure- 
ment of supplies, accounting systems, systems 
for settling internal disputes, and improvement 
of organization and methods, and steps must be 
taken to continue improving them. In other 
words, some advance has been made in rational- 
izing the administration by improving the way 


5 Julian Delgado, “Industria: el desafio a la Argentina’’, 
Primera Plana (Buenos Aires, issue of 3-9 September 
1968), pp. 69 and 71. 
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in which auxiliary tasks are performed, but there 
has been no similar advance in equipping the 
whole administrative structure to carry out its 


substantive functions more effectively, and thus- 


there are still obstacles in the way of the decision- 
making process, objectives are ambiguous, the 
powers and functions of each body are not clearly 
defined, and there is still a shortage of informa- 
tion and a lack of communication between those 
responsible for implementing decisions. 


Hence, it would appear that a more thorough 
analysis still needs to be undertaken of the way 
in which resources are allocated and decisions 
taken, and of their effects on the public sector asa 
whole, and also on the private sector; but this is 
probably a problem of political science far more 
than of administrative reorganization in the strict 
sense of the word. 


3. THE CAPACITY FOR PLANNED DECISION- 
MAKING 


This is one of the important questions 
underlying Latin America’s difficulties in con- 
solidating effective planning machinery to 
facilitate the definition and application of con- 
sistent development policies, which constitutes 
the most fundamental of the efforts to rationalize 
the substantive action of the public administra- 
tion. 


In the course of the present decade, practically 
all the Latin American countries have estab- 
lished special planning mechanisms and have 
prepared development plans of differing nature 
and scope. The experience gained, in terms of the 
positive results they have achieved and the 
identification of factors which limit their 
efficacy and prevent them from becoming fully 
effective, has been carefully evaluated at differ- 
ent times.* For example, the United Nations 
Committee for Development Planning, composed 
of experts from different parts of the world, has 
highlighted, as some of the positive results 
achieved so far, the preparation of technical bases 
and the training of larger numbers of skilled 
planning personnel; the contribution to the 
definition of over-all development policies and 
the adoption of more rational criteria in the 


’The Economic Bulletin for Latin America, vol. XII, 
No. 2 (October 1967) contains three supplementary 
articles on this subject: a study by the ECLA secretariat 
on the present state of planning in Latin America, the 
pertinent part of the report of the second session of the 
United Nations Committee for Development Planning 
(held at Santiago, Chile, in April 1967), and a brief 
account of the discussion on planning in Latin America 
at ECLA’s twelfth session, together with the resolution 
on this subject adopted at the time. Other considerations 
on the subject are set forth in ILPES, Discusiones sobre 
eer eras (Mexico, Editorial Siglo Veintiuno, S.A., 


allocation of resources, especially in the public 
sector; and the fact that planning has become a 
widely accepted principle. The Committee 
identified what in its view were the main defi- 
ciencies and obstacles, distinguishing between 
“the weaknesses of planning itself” and “external 
obstacles to plan implementation”. Under these 
two heads, as well as-in the final recommenda- 
tions, attention is drawn to questions relating to 
the administrative organization of the public 
sector and the procedures for adopting and 
implementing decisions, the general sense of 
which is given briefly below. 


First, it is recognized that some of the short 
comings derive from the difficulty of incorporat- 
ing planning in the administrative structure, 
which is partly due to the inertia of the structures 
themselves and the sluggishness of the efforts to 
modernize them. According to the Committee, 
“even planning itself has neglected this essential 
aspect of change, and plans that have explicitly 
outlined a policy of administrative reform are 
few and far between. Such steps as have been 
taken to reorganize the administration have very 
seldom made allowance for the specific re- 
quisites of organization for planned development 
policy”.’ 

Another question brought into focus in this 
connexion is the lack of basic mechanisms to 
complete the planning system, both from the 
standpoint of the plans formulated—in par- 
ticular the need for annual operational plans— 
and from that of the establishment and operation 
of effective machinery for the periodic review, 
control and evaluation of the practical im- 
plementation of plans. 


Thirdly, the Committee states that the 
isolated position of planning agencies with respect 
to the whole national administrative system is 
due to “‘the superimposition of modern insti- 
tutions on machinery that is, as a rule, un- 
suitable for the implementation of development 
policy”. It is therefore necessary to make greater 
efforts to modernize the whole administration. 
and to redefine the functions of planning 
machinery and consider in the light of each 
country’s circumstances what place should be 
given to planning in the administrative structure. 


The progress and limitations of planning have 
a basic influence on the public sector’s ability to 
rationalize its action, not only the allocation of 
resources for which it assumes direct responsi- 
bility, but also its indirect action through the 
various instruments of economic policy. 


7ECLA, “Planning and plan implementation in Latir 
America”, Economic Bulletin for Latin America, op. cit. 
p. 24. 
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As noted previously, public investment has 
come to represent a high proportion—which 
varies from country to country—of total capital 
formation. It might therefore be assumed that 
the public sector today has a fairly broad sphere of 
responsibility in channelling investment, since 
the allocation of such resources is fully com- 
patible with development plans. In practice, 
however, the real scope of that responsibility is 
confined, in most cases, to the Central Govern- 
‘ment proper, mainly as a result of the fairly 
| widespread introduction of performance budget- 
ing; but thus far it has not extended equally 
effectively to decentralized agencies and public 
enterprises, through which a substantial part of 
‘public capital expenditure is channelled. A 
somewhat similar situation arises, although on a 
lesser scale, in relation to current consumption 
expenditure. 


In any event, the decisions regarding the bulk 
of the resources are taken by the private sector, 
_and the effectiveness of the guidelines of national 
development policy depends on whether or not 
planning efforts are faithfully reflected in the 
handling of various economic policy instruments. 
In this connexion, the lack or inadequacy of 
short-term operational plans is one of the 
main limitations still observable in the planning 
‘process in Latin America. Hence, the develop- 
ment patterns deriving from longer-term plans 
‘are not translated into specific monetary, ex- 
‘change, financial, credit and other measures; 
and ultimately thereis little or no relation between 
medium- and long-term guidelines and the 
economic policy measures which the ministries, 
central banks and other administrative bodies 


are constantly having to adopt. This cleavage 
means a loss of consistency and efficiency in both 
types of action; on the one hand, the potential 
feasibility of over-all policies is reduced by the 
lack of specific measures for the attainment 
of their objectives; on the other, short-term 
policies remain outside their over-all context and 
tend to respond to pressures of the moment 
rather than contribute to overcoming the basic 
development problems. 


All this not only weakens the public sector’s 
ability to influence the allocation of resources 
channelled by the private sectors, but also makes 
for the overlapping of functions in various public 
bodies or prevents them from effectively pooling 
their efforts to deal with specific problems. Thus 
there are striking inconsistencies or frank con- 
tradictions in the effects of the provisions adopted 
by different government bodies responsible for 
handling economic policy. In other cases where a 
given objective is sought in a particular field, the 
difficulty is to bring to bear on that objective the 
activities and measures of a great many rela- 
tively independent decision-making centres, 
which are not operating normally under a 
sufficiently clear-cut system of common guide- 
lines. 

The persistence of such limitations must be 
noted, however, without losing sight of the out- 
standing improvements that have been achieved 
during the comparatively short time that 
planning has been in effect. Subsequent im- 
provements in planning will represent further 
progress in the public sector’s ability to define 
and apply effective development policies such as 
those that seem to be required for the next decade. 
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Part Two 


ECONOMIC TRENDS IN 1968° 


a In the totals for the region, and also in the chapter 
On countries, the Cuban economy is not included for want 
of statistical information. 
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| 1. AN OVER-ALL APPRAISAL 


| In 1968, the economic development of Latin 
America was much more satisfactory than in 
1967. The gross domestic product of the region 
as a whole grew at a rate of 5.7 per cent, com- 
oared with 4.4. per cent in 1967 and an average 
of 4.7 per cent over the period 1960-66. In- 
‘cluding the past year’s results, the average annual 
‘increase in the total product for the period 
1960-68 is 4.8 per cent, and that of the per 
‘capita product is 1.9 per cent. 


| The general trend in 1968 is attributable in 
particular to Brazil and Mexico, which, together 

ith Costa Rica and Honduras, raised their 
ee oad growth rates above the regional aver- 
| 


age, and to the faster rates of growth—although 
‘lower than the regional average—recorded by 
‘Argentina, Colombia, Guatemala, Nicaragua 
and Uruguay. Chile, El Salvador and Haiti 
maintained their rates, which were also below 
the regional average, at levels similar to those 
of 1967. The relatively high growth rates of 
Bolivia and Venezuela declined slightly and, at 
somewhat lower levels, the Dominican Republic, 
uador, Panama, Paraguay and Peru re- 
orded smaller increments in the gross product 
than i in 1967 (see table 59). 


This progress was achieved despite the fact 
that in many countries the performance of the 
agricultural sector was relatively poor owing to 
adverse climatic conditions in large areas of 
‘Latin America, particularly Argentina, Brazil, 
(Chile, Ecuador and Uruguay. In contrast, manu- 
facturing industry grew very rapidly, increasing 
by over 9 per cent in the region as a whole. 
ere was a marked recovery in this sector in 
Brazil, which increased its volume of pro- 
duction by 15 per cent, and fairly high rates of 
growth were recorded in Argentina, Bolivia, 
Colombia, Mexico, Peru, Venezuela and the 
Central American countries as a whole. In 
several countries—especially Argentina, Bolivia, 
Brazil, Colombia, the Dominican Republic, 
Honduras, Mexico and Venezuela—there was 
a very pronounced upturn in construction and 
public works activities. Thus the trends in 1968 


RECENT ECONOMIC TRENDS 


Table 59. Latin America: annual growth rate of the 
total product, 1960-66, 1967 and 1968 


Country 1960-66 1967 1968* 
Argentina . F ; 3.0 1.8 4.8 
Bolivia . : : Sif 5.6 5.3 
Brazil : : ; 4.1 4.9 6.8 
Chile 4 : : 5.4 2.0 DS 
Colombia . : ; 4.6 3.9 5.3 
Costa Rica t , 6.4 HL 8.1 
Dominican Republic . 2.8 3105) 23 
Ecuador . ; : 4.6 5.6 43 
El Salvador : : 6.5 3.9 Su7, 
Guatemala. : F See 4.0 Sal 
Haiti. : : , 1.3 1.4 1.3 
Honduras . : F 55) She) 6.4 
Mexico. ; ‘ 6.3 6.5 7.0 
Nicaragua . : : 7.6 4.1 4.5 
Panama . ‘ ; 8.4 8.1 45 
Paraguay . é 4.2 5.4 4.2 
Peru . 4 : : 6.4 4.6 3.5 
Uruguay . i ‘ 1.0 —6.3 0.3 
Venezuela . : 5.1 6.0 55) 
TorTAL Latin Umerica 4.7 44 Sue 


Source: ECLA, on the basis of official statistics. 
® Provisional estimates. 


were the exact opposite of what they had been in 
1967, when agricultural growth far outpaced 
industrial growth. 


Another outstanding feature of economic 
development in 1968 was the growth of exports 
and, in particular, the marked rise in the value 
of imports. Exports, measured in terms of the 
current value of external sales of goods and 
services, reached the unprecedented figure of 
13,790 million dollars, an increase of 6 per cent 
over 1967, while imports of goods and services 
totalled 13,500 million dollars, an increase of 8.1 
per cent. 


These trends meant that in 1968 several 
countries recorded higher trade figures than ever 
before. Particularly striking in this respect were 
imports by Brazil (nearly 2,350 million dollars), 
Chile (1,050 million), Mexico (2,640 million), 
Colombia, Costa Rica, Ecuador, Guatemala, 
Honduras and Panama. There were some impor- 
tant exceptions, however: the current value in 
imports of goods and services declined sharply of 
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Peru and to a lesser extent in El Salvador, Haiti, 
Nicaragua and Uruguay. 


The changes in the evolution of imports and 
exports meant that in the region as a whole there 
was an increase in the supply of goods and 
services for internal use which exceeded the 
growth of the product. This favoured the ex- 
pansion of consumption and, in particular, of 
investment; the former rose by 5.8 per cent over 
1967 and the latter by 6 per cent (or 10 per cent if 
changes in stocks are excluded and only gross 
fixed investment is considered). Brazil, Chile and 
Colombia followed this general trend, while 
quite the opposite occurred in countries like 
El Salvador, Nicaragua, Peru and Uruguay, 
because of a slower growth of the capacity to 
import or of measures to restrict imports. 


Thanks to the higher levels of internal pro- 
duction and the additional contribution of 
imports, the efforts to curb inflationary pressures 
were more effective, the progress made in this 
respect being another important feature of the 
economic trends in 1968. This conclusion 
emerges clearly from a rapid review of the 
situation in the individual countries, par- 
ticularly those where prices have risen apprec- 
iably in the last few years. 


In Argentina, prices rose much less: whole- 
sale prices rose 20.6 per cent from 1966 to 1967 
and only 4 per cent from December 1967 to 
December 1968, while the rates for the cost-of- 
living index were 27.4 and 9.6 per cent, res- 
pectively. In Bolivia, the consumer price index 
rose 6.7 per cent during 1968, which meant that 
prices increased less than in 1966 and 1967, when 
the figures were 7 per cent and 7.4 per cent 
respectively. In Brazil, despite the vigorous ex- 
pansion of the money supply and of credit to the 
private sector—40 and 60 per cent respectively— 
the rise in prices was much the same as the 
previous year (about 24 per cent). The same is 
true of Colombia; the increases in consumer 
prices during 1968 were 7.6 per cent for em- 
ployees and 7.4 per cent for workers, compared 
with 9 and 8 per cent respectively for the same 
period in 1967 and increases of some 17 per cent 
in 1966. In Mexico where heavier pressures on 
prices had been anticipated, wholesale prices 
went up only 2 per cent in the first ten months of 
the year. Even more striking is the progress made 
in Peru, where the consumer price index had 
soared in the last few months of 1967 as a result 
of devaluation; the rate of increase, which was 
20.7 per cent from December 1966 to December 
1967, fell to 9.8 per cent in the following year. 
In Uruguay, acute inflation continued in the 
first half of 1968, domestic prices rising on the 
average more than 60 per cent; but the process 
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was curbed in the second half of the year, and b 
the end of 1968 the increase was 66 per cent ove 
December 1967, compared with 135 per cent th 
previous year. In Chile, contrary to the trend i 
other countries, there was a new burst of ir 
flation in 1968, despite the efforts made to cor 
trol it; at the end of.the year the consumer pric 
index was 27.9 per cent higher than in Decembe 
1967, compared with an increase of 21.9 per cer 
the year before. 


There were other significant developments i 
the external sector, besides the above-mentione 
increases in exports and particularly in import 
The difference in the scale of the changes i 
exports and imports resulted in a substanti: 
reduction of the trade surplus, which, added t 
the higher payments of interest on foreign loat 
and remittances of profits on direct externé 
investment, produced a larger balance-of-paj 
ments deficit on current account. Even so, th 
region as a whole, and most of the individu: 
countries, showed an improvement in the n¢ 
position of the monetary authorities’ inte: 
national reserves. All this entailed a considerabl 
increase in gross—and also in net—capital ir 
flows, accentuating the change noted in 196 
and reversing the trend of previous years, whe 
the contribution of net external financing we 
declining. 

The recent external sector trends bring int 
focus several important issues which call fe 
careful appraisal. First, the importance < 
foreign trade transactions may be evaluate 
differently according to whether they are viewe 
from the angle of Latin America’s position i 
world trade or simply from that of the relationshi 
between the absolute increase in its trade an 
internal growth. 


In the first case, it should be borne in min 
that the recent advances have taken place in th 
context of an exceptional world trade boom an 
that in spite of the higher absolute value of i 
sales abroad, Latin America has been unable t 
reverse the trend towards a declining share i 
total world exports. Especially worthy of no’ 
among the data given in earlier sections is th 
fact that in 1968 total world exports grew b 
approximately 10 per cent, and at a higher rat 
in the industrialized countries, while Lati 
America’s exports grew by only 5 per cent. 

In the second case, there is no doubt that i 
many countries of the region there is now a muc 
more comfortable relationship between th 
external sector and the growth of the domest 
product. In other words, the traditional ot 
stacles to growth put up by the highly ir 
flexible nature of the external sector have i 
several instances had little or no influence o 
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recent development. Even looking at the 
situation over a longer time-span, by comparing 
for example, imports in 1960 and 1968 at con- 
stant prices, increases of over 100 per cent are 
found in Bolivia, the Dominican Republic, 
Honduras and Nicaragua, and of over 50 per 
cent in Chile, Costa Rica, Ecuador, El Salvador, 
Guatemala, Mexico, Panama and Peru; only 
Haiti and Uruguay recorded a decline in the 
volume of imports between these two years. 


Even so, there is concern still about the 
possibility that this process may continue, since 
Latin America’s foreign trade has traditionally 
been highly unstable and there have been no 
radical changes either in the policy of the in- 
dustrialized countries or in Latin America’s 
ability to change the structure of its exports 
which might be considered sufficient to safe- 
guard it from this instability and ensure that the 
recent upward trends will continue. 


Another aspect relating to the external sector 
that would seem to justify further examination 
is the question of capital flows. As indicated 
above, the larger increases in the last few years 
are attributable to imports, while the evolution of 
exports has been much less favourable, leading 
to a considerable rise in the gross inflow of 
external capital. Although this has certainly had 
some beneficial results, they must be considered 
in relation to the future effects of this increase 
in respect of both loans and direct foreign in- 
vestment, in view of the fact that foreign capital 
servicing—including amortization, interest, and 
remittances of profits on direct investment—has 
come to represent a very high proportion of the 
total value of exports of goods and services: 
not less than 35 per cent for the region as a 
whole, and well over 40 per cent in several 
countries, including Brazil, Chile and Mexico. 


Compared with the recent increase in both 
commercial and financial external transactions, 
the promotion of Latin America’s economic 
integration made relatively little progress in 1968. 
fn the case of LAFTA, this is partly due to the 
fact that efforts focused in the main on problems 
relating to the items to be included in the 
Common Schedule and to the body of regula- 
oa for trade in agricultural products after 
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_ The results of the work done and meetings 
aeld during the first half of 1968 with a view to 
nding solutions to these problems were sub- 
Mitted to a special session of the LAFTA 
Conference which began in July 1968. However, 
ifter lengthy and difficult negotiations, the 
‘ession closed in November without having 
‘eached unanimous agreement on the Common 


Schedule or on regulations for the marketing of 
agricultural products. 

In addition, the fact that virtually all its time 
was taken up with these questions was the main 
reason why the Standing Executive Committee 
was unable to continue the work assigned to it by 
the Council of Ministers of Foreign Affairs 
regarding measures to accelerate the process of 
the conversion of LAFTA into a common 
market, in accordance with the decisions 
adopted in the Declaration of the Presidents of 
America. 


The difficulties encountered in fulfilling the 
minimum provisions of the Montevideo Treaty, 
in endeavouring to implement the decisions 
adopted by the Presidents, led to a proposal that 
in May 1969 the organs of LAFTA should under- 
take an evaluation of the integration process 
and decide upon future action to promote it. 

The LAFTA/CACM Co-ordinating Com- 
mittee held its first meeting in 1968 to consider 
matters relating to the convergence of LAFTA 
and the Central American Common Market to 
form a Latin American common market. At 
that meeting, the Committee adopted its rules of 
procedure and a programme for the economic 
and legal studies which were considered necessary 
before it could come to any further decisions. 
The complexity of the problems implicit in 
the process of convergence, and the current 
situation within LAFTA, were substantial 
obstacles to progress. 

The Joint Commission of the signatories of the 
Declaration of Bogota held several meetings and 
progress was made towards the formulation of a 
subregional agreement. However, political cir- 
cumstances and some differences of opinion on 
economic and institutional matters delayed the 
final conclusion of the agreement to May 1969, 
when it was signed by the Governments of 
Bolivia, Chile, Colombia, Ecuador and Peru. It 
is to be submitted for the consideration of the 
LAFTA Standing Executive Committee, which 
must decide if it is compatible with the Monte- 
video Treaty before it can enter into force. 

A new round of negotiations was held during 
the eighth regular session of the LAFTA 
Conference, at which new concessions were 
granted for 526 products on the respective 
National Schedules, and further reductions were 
granted on 206 products which already formed 
part of the liberalization programme. Most of 
the concessions were accorded by Argentina, 
Brazil and Mexico (70.8 per cent); with the 
addition of those granted by Peru and Uruguay, 
they covered 93.1 per cent of the total. The six 
remaining countries together negotiated only 
6.9 per cent. The lion’s share of the concessions 
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(90.3 per cent) were in three groups of products: 
capital goods for industry (36.6 per cent); 
durable consumer goods (29.2 per cent) and raw 
materials and intermediate goods for industry 
(24.5 per cent). The remainder (9.7 per cent) 
was divided between capital goods and inter- 
mediate goods for agriculture; transport equip- 
ment; building materials and raw materials. 
Difficulties of various kinds made it impossible 
to gauge the prospects of the new trade flows that 
these concessions might create. Margins of pre- 
ference, which had been modified as a result of 
unilateral action by several countries, were 
restored for 100 products, while further con- 
cessions not open to third parties were granted on 
107 products, the majority benefiting Uruguay. 
Eighteen reductions were also made in relation 
to products already on the special schedules. 
These benefits were concentrated (96 per cent) 
in three groups of products: durable and non- 
durable consumer goods (47.2 per cent); raw 
materials and intermediate goods for industry 
(32.8 per cent) and building materials (16 per 
cent). 

The existing machinery for the formulation of 
complementarity agreements was used more 
intensively and four new protocols were signed, 
bringing the total to eight. The new protocols 
covered chemical products (the first protocol to 
be signed by all of the Contracting Parties); 
petrochemical products, signed by Bolivia, Chile, 
Colombia and Peru; household goods, signed 
by Argentina and Uruguay, and glass products, 
signed by Argentina and Mexico. 


The organs of LAFTA continued with their 
work programmes on the harmonization of 
policies and economic instruments. Some joint 
instruments and arrangements were approved 
for trade policy and customs legislation, and 
progress was made in the consideration of others. 
The operation of the financial and monetary 
system was improved and expanded, and Bolivia 
and Venezuela became participants. With regard 
to the industrial sector, studies were undertaken 
with a view to developing the basis for an inter- 
national agreement on trade marks and patents 
and adopting a centralized system of records and 
data. In the field of transport, a draft convention 
on road transport was prepared and progress 
was made in formulating regulations for the 
existing water transport agreement, and in studies 
to simplify and standardize shipping documents 
and consular formalities. 


2. SUPPLY AND DEMAND: GROWTH RATE AND 
CHANGES 
(a) Regional trends 
In Latin America as a whole, the most note- 


worthy change that took place in aggregat 
supply in 1968-was the fact that imports of good 
and services grew more rapidly than the produc 
at the rate of 8.4 per cent compared with 5. 
per cent? (see table 60). Although the differenc 
in tempo had little effect on the over-all growt 
rate of supply, which was 5.9 per cent, it change 
the proportion of imports in the total cor 
siderably. For the first time in the past six year: 
the regional import coefficient was over 10 pe 
cent; it thus regained the level it had achieved i 
the early nineteen-sixties, despite the slackenin 
off in Argentina’s and Venezuela’s imports. | 
these countries, which strongly influence th 
regional total, are excluded, it will be seen thatth 
import coefficient made a really vigorous come 
back from only 8.9 per cent in 1965 to 10 pe 
cent in 1968. 


Table 60. Latin America: recent trends of aggregate 
supply and demand, 1967-68 


(Millions of dollars at 1960 prices) 


1967 1968 

Aggregate supply . 130,115 137,816 
Gross domestic product 118,443 125,178 
Imports of goods and services 11,662 12,638 
Aggregate demand . 130,115 137,816 
Exports of goods and services 12,652 13,316 
Total investment . : 20,671 22,077 
Fixed investment 18,920 20,814 
Construction : ; 8,540 9,458 
Machinery and equipment . 10,380 11,356 
Total consumption : 96,792 102,423 
General government . 10,515 10,998 
Private 86,277 91,425 


Source: ECLA, on the basis of official statistics. 


Important changes also took place in the stru 
ture of aggregate demand. The decline in the shai 
of exports of goods and services explains why tl 
growth of consumption outstripped that of tl 
product (5.8 per cent) and why investment i1 
creased yet more rapidly (10 per cent in the ca: 
of gross fixed investment). 


The upswing of investment represents the cot 
solidation of a slow but persistent upward trer 
in the coefficient, which has crept back to muc 
the same level as at the beginning of the decad 
In 1960-61, gross fixed investment constitute 
about 17 per cent of the total domestic produc 
but thereafter dwindled each year until by 19¢ 
it had reached its nadir at 14.8 per cent. Fro 
then on, it improved and by 1968 it accounted fi 


2 The magnitudes and ratios given in this section ha 
been measured in terms of dollars at constant 1960 pric 
and therefore differ from the corresponding figures 
other chapters, where some items have been calculated 
terms of current value. 
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‘16.6 per cent. Although these changes in over-all 
tatios may seem insignificant, they are important 
because the coefficients are reiatively small anda 
large and virtually constant proportion has to 
be earmarked for capital depreciation. Con- 
‘sequently, they cover sharp variations in the net 
investment coefficients® (see figure II). 


Figure I. Latin America: evolution of the principal 
| components of aggregate supply and demand 


(Thousands of millions of dollars at 1960 prices) 


SEMI-LOGARITHMIC SCALE 


GROSS DOMESTIC PRODUCT 


TOTAL CONSUMPTION 


GROSS FIXED 
INVESTMENT 


EXPORTS OF GOODS 
AND SERVICES 


IMPORTS OF GOODS 
AND SERVICES 


1960 61 62 63 64 65 66 67 68 


The recovery of investment is marked by two 
important developments. First, public invest- 
ment expanded more than private investment, 
and, secondly, investment in construction made 
brisker progress than investment in machinery 
and equipment. The outcome of these changes is 
that in 1968 public investment and construction 
accounted for more than 35 and over 45 per cent 


_ * To give a simple example, if the product-capital ratio 
Is assumed to be 0.4 and the average life of existing 
tapital is taken to be thirty years, a gross investment 
oeffiicient of 14.8 per cent would imply a net investment 
20efficient of 6.5 per cent, while a gross coefficient of 16.6 
der cent would give a net coefficient of 8.2 per cent. 
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of total gross capital formation respectively, 
although, of course, with variations between 
individual countries that were occasionally very 
pronounced. 


The trend of consumption in 1968 was unlike 
that of investment in that the private component 
increased most rapidly (5.6 as against 4.6 per 
cent). It appears therefore that the contribution 
of the public sector to the over-all economy 
changed very little, since the increase in its share 
of the expansion in investment was offset by a 
reduction in its share of the consumption incre- 
ment. 


(b) Country trends 


Without prejudice to the country sections that 
form part of the following chapter, it has been 
thought useful at this juncture to give the major 
data on the growth rates and trends of aggregate 
supply and demand in each country in order to 
round off the picture and point up the extent to 
which some of them depart from the broad trends 
outlined. 

In Argentina, the growth rate of the product 
was about 4.8 per cent. This was the outcome of a 
4.8 per cent reduction in agricultural production 
and an appreciable increase in urban activities 
(7.9 per cent for manufacturing and 23.6 per cent 
for construction). Total consumption climbed 
by 4.7 per cent, and fixed investment by 14.8 
per cent, under the stimulus of the funds ob- 
tained and utilized by the public sector. The 
over-all investment coefficient rose from 17.9 per 
cent in 1967 to 19.6 per cent in 1968, but the 
import coefficient dropped slightly, as imports 
remained at almost the same level as in the 
previous year (9.7 per cent as against 9.4 per cent 
in 1967). 

In Bolivia, the product expanded at the rate of 
5.3 per cent, thus continuing the trend of the last 
few years. Manufacturing and construction were 
particularly positive, while agriculture recovered 
somewhat from its decline in 1967 by expanding 
3.5 per cent. Mining increased by 2.6 per cent 
and petroleum output by 5.3 per cent, after an 
extraordinary leap of 73 per cent the year before. 
Exports and imports grew relatively little, thus 
slowing down the upward thrust of the last few 
years, and there was no appreciable change in the 
investment coefficient (about 17 per cent) or in the 
relatively high level of the import coefficient (32 
per cent). 

The economy of Brazil expanded by 6.8 per 
cent, agricultural stagnation being offset by an 
increase of 15 per cent in industrial activities. 
The external sector played a highly dynamic part, 
with imports showing a particularly marked in- 
crease (over 25 per cent at constant prices). This 


raised consumption appreciably (7.1 per cent) 
and had an even more powerful effect on invest- 
ment, which climbed nearly 20 per cent. Hence 
the significant increases recorded for the invest- 
ment and import coefficients: the former rose 
from 12.7 per cent in 1967 to 14.2 per cent in 
1968, and the latter from 5.8 to 6.8 per cent over 
the same two-year period. 


The over-all growth rate in Colombia was 5.3 
per cent, with matching increases in agriculture, 
industry and services. As in Brazil, a sharp rise in 
imports in real terms (16.4 per cent) outweighed 
the expansion of exports (8.2 per cent), with the 
result that the domestic supply of goods and 
services increased more than the over-all product. 
Both total consumption and total investment 
enjoyed high growth rates of 6.5 and 8 per cent 
respectively, with the accent on private con- 
sumption and construction, and the investment 
and import coefficients rose from 15.9 to 16.3 per 
cent and from 11.5 to 12.7 per cent respectively 
between 1967 and 1968. 


In 1968, the economy of Costa Rica kept up its 
rapid rate of growth (almost 8 per cent), and 
made particularly good progress in agriculture 
and manufacturing although the level of con- 
struction tended to remain stationary owing to a 
cut in public investment. Private investment rose 
by 10 per cent but public investment fell by 14 
per cent, so there was no significant change in the 
over-all coefficient. This also applies to the im- 
port coefficient, since purchases of goods and 
services expanded by alittle under 8 per cent, ona 
par with the total product. 


In Chile, the extensive drought dealt a severe 
blow to the economy, and was reflected in an 
increase of only 2.5 per cent for the total product. 
However, an unprecedented rise of 17 per cent in 
the value of imports at constant prices paved the 
way for a rise of 5 per cent in private con- 
sumption and a substantial expansion of almost 
10 per cent in investment. Greater facilities for 
importing capital goods and the continuation 
of the programmes for the development of the 
copper industry were also favourable to invest- 
ment. The investment coefficient accordingly 
climbed from 5.1 to 16.2 per cent between 1967 
and 1968, while the import coefficient rose from 
15.9 to 18.1 per cent. 


The economy of Ecuador grew at a moderate 
pace of just over 4 per cent. It was affected by a 
drought which damaged agricultural production, 
the devitalization of industrial growth and the 
increasing difficulty of keeping up the rate of 
public investment. The result of the latter was a 
slight reduction in the investment coefficient, 
which had already dropped to the relatively low 
level of about 11 per cent. Thus, the appreciable 
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increase of over 17 per cent in imports, which 
raised the import coefficient from 19.1 to 21.5 
per cent in the last two years, was largely used to 
keep consumption growing at a fairly high rate 
(nearly 8 per cent in 1968). 

The economy of El Salvador showed a modest 
rate of growth for the second year running, a 3.7 
per cent increase in the gross domestic product 
being combined with a decrease in the volume of 
imports. Consequently investment had to be cut 
to keep the growth rate of consumption on a par 
with that of the over-all product. Private in- 
vestment dropped nearly 2 per cent in real terms 
for the first time in many years, and public 
investment was further reduced (9 per cent) 
although less severely than in 1967. In keeping 
with these changes, there were decreases in both 
the investment coefficient (from 14.8 to 13.8 
per cent) and the import coefficient (from 26 
to 24.3 per cent). 


Guatemala’s economic product increased by 
5.1 per cent, which represents a higher rate than 
in 1967 (4 per cent). Its acceleration was partly 
due to the recovery of export agriculture, since 
the growth rate of the industrial sector was a 
good deal slower than in the previous year. The 
sharp upswing of exports (more than 16 per cent, 
was matched, on a smaller scale, by an increase 
in imports, with the result that the different com- 
ponents of domestic demand made less progress 
than in 1967. Consumption rose just over 4 per 
cent while over-all investment remained at the 
previous year’s level. This implies a further de- 
crease in the relatively low coefficient of invest- 
ment (from 12.2 to 11.6 per cent). 


In Haiti the gross product expanded by 1.3 
per cent and exports by 7.2 per cent, while im- 
ports fell nearly 4 per cent. Aggregate demand 
thus remained stationary, and its structure also 
remained the same with no increases in over-all 
consumption or investment, although private 
consumption expanded moderately to some 
extent and government consumption was cut 
by more than 20 per cent. 


The economy of Honduras expanded at the 
rate of 6.4 per cent in 1968. This was higher than 
the average for 1963-66 and also than the 1967 
rate. The rise in exports amounted to 18.5 per 
cent and in imports to 9.3 per cent. There was 
thus an increase of 4 per cent in the domestic 
supply of goods and services, which favou 
investment more than consumption. In both, 
however, the public sector accounted for 
largest share; public investment went up by 
per cent and ‘private investment by 4.4 per cen 
while the increase in private consumption | 
close to 3 per cent but in government con: 
sumption more than 7 per cent. 
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In Mexico, the increase in the domestic pro- 
duct amounted to 7 per cent and the aggregate 
supply of goods and services rose by 7.7 per cent 
under the stimulus of a 13 per cent addition to 
imports. Within aggregate demand, exports 
expanded by 12.2 per cent, gross fixed investment 
by 7.9 per cent (with public investment setting 
the pace) and total consumption by 7.1 per cent. 
This signified the maintenance of the investment 
coefficient at roughly 17.6 per cent and a slight 
increase in the import coefficient (from 11.6 to 
12.3 per cent). 


The growth rate for Nicaragua’s domestic 
product was 4.5 per cent. This is a higher rate 
than in the two preceding years but is still well 
below that of 1963-65, which was over 8 per cent. 
The value of imports of goods and services 
measured at constant prices diminished about 6 
per cent while that of exports rose by 7.4 per cent. 
As the external sector has a powerful influence on 
the economy as a whole, these changes led to a 
turn for the worse in the components of 
domestic demand. Over-all investment remained 
virtually static, while public investment was 
Slashed, and both private and general govern- 
ment consumption fell off. The investment and 
import coefficients, both of which were among 
the highest in the region, dropped too, the 
former from 22.3 to 21.4 per cent and the latter 
1968. 49.2 to 44.3 per cent between 1967 and 
1968 


| The economy of Panama which, during 1960- 
57, had expanded at an average annual rate of 
32 per cent, slowed down to about 4.5 per cent 
‘n 1968. There were also sharp reductions in the 
growth rates of exports and imports. The 
weakening in the growth rate of the domestic 
supply of goods and services mainly affected 
mvestment, which declined in absolute terms, 
ince total consumption—and public consump- 
ion in particular—increased more than the 
wroduct. Consequently, the investment and 
|mport coefficients fell, also from relatively high 
levels: the former from 19.5 to 18.3 per cent and 
jhe latter slightly less from 38 to 37.3 per cent. 


The economy of Paraguay expanded by 4.2 
der cent, but in contrast to 1967 its main impulse 
in 1968 came from the agricultural sector where 
)roduction rose by 6 per cent, while industrial 
yutput remained at the same level. The aggre- 
bag supply grew less than the product owing to 
jhe relative stabilization of imports. On the side 
)f demand, the most substantial increment was 
/Q consumption, particularly by the Central 
jJovernment, but the high rate of investment 
\chieved in 1967 slowed down. 


| In Peru, the signs of flagging development, 
‘hich were already noticeable in 1967, showed 
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even more clearly in 1968. The domestic product 
expanded about 3.5 per cent, and the strong 
policy measures taken to stave off greater budget 
and balance-of-payments deficits inevitably had 
repercussions on domestic demand. This ex- 
plains why, although exports rose appreciably 
(by nearly 12 per cent in real terms), the volume 
of imports contracted by more than 20 per cent, 
cutting down the domestic supply of goods and 
services and thus reducing investment and con- 
sumption by more than 10 and nearly 4 per cent 
respectively. As a result, between 1967 and 1968, 
the investment coefficient decreased from 22.1 
to 18.9 per cent and the import coefficient 
dropped from 35.3 to 27.1 per cent. 


The 2.3 per cent growth in the economy of the 
Dominican Republic was due to a 20 per cent 
rise in construction, and a lesser increase in 
agriculture, since manufacturing declined. Im- 
ports expanded more than exports in real terms, 
thus adding to the domestic supply of goods and 
services and consequently producing an appreci- 
able increase in capital formation, particularly 
in construction, and a smaller increment in 
consumption. As a result, both investment and 
import coefficients improved somewhat between 
1967 and 1968: the first from 19.2 to 21.1 per cent 
and the second from 27.1 to 28.5 per cent. 


In 1968, the economy of Uruguay recovered to 
some extent after the previous year’s recession, 
with a fractional increase of about 0.3 per cent in 
the gross domestic product. Exports and imports 
followed separate trends; measured in constant 
prices, exports increased by 10 per cent in value 
whereas imports decreased by about 5 per cent. 
Consequently, the economic recovery did not 
extend to the domestic supply of goods and 
services, and its failure to do so particularly 
affected investment. The investment coefficients 
remained at the low level of about 12.7 per cent 
while the import coefficient dropped from 14.8 
to 14 per cent between 1967 and 1968. 


Venezuela maintained a growth rate of 5.5 
per cent, despite flagging exports. Its economic 
expansion was inspired by advances in agri- 
cultural and industrial production (6 and 6.5 per 
cent respectively), and by increases in building 
activities and the supply of energy and services. 
The petroleum sector on the other hand, grew 
at the rate of 2 per cent, which is less than in 
previous years. A moderate increase in imports 
combined with stagnation in export trade led to 
an increase in the supply of goods and services 
for domestic consumption which outweighed 
that of the total gross product. Within the overall 
increment, consumption rose 6.8 per cent and 
investment 7.6 per cent. The changes were, 
however, too slight for any appreciable modi- 
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fication to take place in the investment and im- 
port coefficients, which remained at over 16 and 
14 per cent respectively. 


3. MAJOR SECTORS OF ECONOMIC ACTIVITY 
(a) General trends 


As noted earlier, manufacturing and con- 
struction were the two sectors which contributed 
most to economic growth in 1968, increasing 
their respective products by 9.1 and 10.8 per cent. 
The volume of agricultural production, on the 
other hand, grew by only 1.5 per cent, while the 
services sectors kept pace with the increase in the 
total product (see table 61). 


The marked rise in the level of industrial 
activity is partly attributable to a recovery from 
less favourable trends in earlier years. This is 
particularly true of Brazilian industry, whose 
increase of 14.9 per cent carries considerable 
weight in the regional average, and to a lesser 
extent of Argentina where, after its setback in 
1967, manufacturing production grew by 7.9 per 
cent. Even so, however, many countries re- 
corded relatively high industrial growth rates, 
following the upward trend that has been in 
evidence for some years. 


The low average growth rate of agriculture in 
the region is less representative, owing to a 
greater diversity in the position of agriculture 
from one part to another. The results achieved 


by some countries, mainly those affected by bac 
weather, were-highly unfavourable. For example 
the level of production fell in Argentina whil 
in Brazil it remained virtually stationary. hi 
contrast, substantial increases in productio1 
(close to 6 per cent or even more) were attainec 
in Colombia, Costa Rica, Guatemala, Panama 
Paraguay and Venezuela. 


There was a similar variety of trends in con 
struction activities, which expanded exception 
ally rapidly in a number of countries; so rapidh 
in fact that in Argentina and the Dominicai 
Republic the increase was over 20 per cen 
more than in 1967, and in Brazil it was 17.3 pe 
cent more. On the other hand, three countries— 
Chile, El Salvador and Peru—recorded sub 
stantial decreases, partly attributable in the las 
two to the need to restrain public spending i1 
certain sectors in order to reduce budget deficits 

The sections that follow give a brief descrip 
tion of some of the most important events i 
1968 in the major sectors of economic activity 
which will help towards a broader understandiny 
of the significance of these changes. 


(b) The agricultural sector 
The very small increase in agricultural pro 
duction in the region during 1968 was partly du 
—apart from long-term structural factors—t 
bad weather, which had different effects ir 
different countries. 


fi 
Table 61. Latin America: trends of the major economic sectors, 1968 
(Percentage variations over 1967) 
Country Agriculture* Mining” (need é Construction 2 ws ig ee 5 
Argentina —4.8 9.9 19 23.6 6.7 4.4 
Bolivia . F : 35) 3.0 73 14.7 4.4 5.4 
Brazil + 5 A — 12.6 14.9 17.4 8.4 6.2 
Chile ‘ ; ; 1.9 0.6 3.0 —1.0 2.2 3.2 
Colombia. ; Sp) —5.0 6.5 9.0 3.9 5.4 
Costa Rica ‘ 14.0 ast 11.3 — 2.9 4.5 
Dominican Republic . 3.1 S31 —2.1 20.6 i 0.8 
Ecuador . 5 —1.5 3.3 eh 6.9 7.0 
El Salvador Bal — 6.8 —74.0 5.4 4.4 
Guatemala 525 — 5.4 0.8 7.8 4.7 
Haiti 1.2 Pe 122. 2.6 1.0 1.3 * 
Honduras 4.2 os | 10.7 10.5 9.4 4.9 
Mexico 3.9 Sik 9.0 9.2 6.3 h3 
Nicaragua 4.5 —- 6.0 1.9 5.9 4.1 
Panama aie} a= 6.0 byes 6.3 333 
Paraguay . 6.0 —65.0 0.3 4.7 5.9 4.3 
Peru 2.6 6.0 6.0 —7.9 4.6 33 
Uruguay . 1.6 decks 1.6 2.5 0.4 —0.9 
Venezuela 6.0 1.6 6.5 10.0 7.6 6.4 
TOTAL Yi) 3.3 9.1 10.8 6.4 5.4 
Source: ECLA, on the basis of official statistics. 
® Comprising agriculture, animal husbandry, forestry and fishing. 4 
» Including extraction of crude petroleum. 
© Included in construction. 2 
4 Included in manufacturing. ¥ 
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In Chile, where the drought affected a large 
area of the country extending from the central 
area to the north, crop and livestock losses are 
estimated at some 87 million dollars. Moreover, 
it is anticipated that, owing to the drop in the 
water level of lakes and reservoirs, agricultural 
production will still be suffering from the effects 
of the drought in 1969. As a result of the emer- 
gency, the Government allocated funds for the 
tapping of water resources—especially by drilling 
deep wells—and for importing more foodstuffs. 


In the north of Peru, 120,000 hectares were 
affected by the drought, which caused substantial 
losses in cotton, sugar (162,000 tons), maize 
(10,000 tons), rice (122,000 tons) and beans 
(18,000 tons), and reduced the output of Peru’s 
main agricultural products for both export and 
domestic consumption. In view of the situation, 
an emergency law was passed which made funds 
available for irrigation and road works in the 
afflicted areas. 


In Ecuador, some coastal and inter-Andean 
provinces suffered substantial losses, estimated at 
© ,000 million sucres, the equivalent of 12 per cent 
of the value added in the agricultural sector, as a 
ig of losses in maize, coffee and cotton crops 
and cattle slaughtering. 


_ The picture was different in the countries on 
the eastern seaboard of South America (Brazil, 
Uruguay and Argentina). The bad weather of 
{967 continued into the early months of 1968, 
out was followed by exceptionally good weather, 
vith mild temperatures and timely rains. This 
meant that spring crops, or those harvested in 
ate 1967 and the summer of 1968, were affected 
oy the sharp cutback in the area sown and in 
fields, while winter crops were favoured by the 
‘ains. In Brazil, the main export crops affected 
dy the drought were coffee and cocoa, production 
2 which dropped by 20 per cent compared with 
he 1967 level. As to crops for domestic con- 
jumption, bean production fell sharply, and 
here was a slight decrease in that of rice and 
maize. In Argentina and Uruguay, the drought 
iffected cereals—except wheat-oilseeds and in- 
lustrial products. In Argentina, the production 
of maize fell by 23 per cent, flax by 33 per cent, 
yilseeds by 16 per cent and industrial crops by 15 
yer cent. In contrast, wheat harvests in both 
‘ountries benefited from the rain and, owing to 
NM increase in the area sown to wheat, were 
ilmost four times the size of the 1967 harvest in 
Jruguay and 17 per cent higher in Argentina. 
n both countries, there was an increase in the 
tumber of beef cattle slaughtered, owing to a 
ecovery in production as a result of a change 
a the weather in June 1968. The drought at the 
nd of 1967 had obliged farmers, at the beginning 


of 1968, to sell stock which they had been 
holding back in the hope that prices would rise. 

In Colombia, on the other hand, agricultural 
production was favoured by good weather, which, 
together with the increase in agricultural credit, 
led to appreciable increases in rice, cotton, 
coffee, banana and sugar production and a rise 
of 6 per cent in the slaughtering rate for live- 
stock. Venezuela also had good weather and the 
agricultural sector grew by 6 per cent over the 
year, 

Agriculture in Central America expanded at a 
satisfactory rate, particularly in Costa Rica, 
where production increased at the exceptional 
rate of 14 per cent. Coffee production reached 
high levels, especially in El Salvador, Costa 
Rica and Honduras; cotton production in- 
creased appreciably, especially in Guatemala; 
and banana production climbed steeply in 
Guatemala and Costa Rica, and also in Honduras 
where it grew by 8.7 per cent. In all these 
countries the improvement was attributable to an 
increase in the area under cultivation, and to 
public financing, particularly in Costa Rica. 
All the Central American countries substantially 
increased their output for domestic consumption. 


In some countries, the accumulation of stocks, 
of certain agricultural commodities whose pro- 
duction has been stimulated by support prices, 
development credits and, above all, imports of 
fertilizer with the help of external loans, is 
posing an increasingly acute problem. The root 
of the difficulty is the high prices at which such 
products are offered, owing to the heavy cost of 
inputs and the relative inefficiency of farming 
methods, which makeit impossible for exportable 
surplus to find a market abroad. In 1968, 
Colombia, the Central American countries and 
Panama had the same problem with rice. 


(c) Mining production 

Mining output—excluding petroleum, which 
is dealt with in a separate section—grew at a 
moderate pace in 1968. 

This was attributable, among other things, to 
the relative stagnation of mining in Chile, which 
accounts for nearly a quarter of regional output, 
excluding petroleum from Bolivia, Mexico and 
Venezuela. The reason was a shortage of water, 
which curtailed activities at El Teniente, one of 
the major copper mines, although the other 
mines managed to raise their output. Iron out- 
put in Chile rose by 10 per cent and coal by 7 
per cent, while nitrate output dropped by 20 
per cent. 

While mining production remained at a stand- 
still in Chile, it fell in Venezuela and increased 
by 2.6 per cent in Bolivia, although tin pro- 
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duction itself is estimated to have gone up by 
some 10 per cent. Tin continued to be affected 
by the low prices prevailing on the market, and 
the International Tin Council found it necessary 
to fix production quotas. 


In Mexico, another country with a substantial 
share of regional mining production, the sharp 
increase in the output of iron, and of quarry 
products—which werein great demand because of 
a construction boom—was largely cancelled out 
by the decline in the output of sulphur, of which 
Mexico accounts for 90 per cent of the regional 
total. 


In Brazil, mining production grew exception- 
ally quickly by about 13 per cent. This was 
mainly due to an increase of over 20 per cent in 
manganese output, but also partly to petroleum, 
and to iron of which Brazil is the leading Latin 
American producer. Peru, which accounts for 
nearly 15 per cent of mining production in the 
region, stepped up its output by 6 per cent, 
including a substantial rise in petroleum pro- 
duction. 


Together with these production trends, it is 
worth looking at a number of events which 
relate mainly to the expansion of productive 
capacity and efforts to give exportable mining 
products more processing. 


With regard to tin and zinc, the Bolivian 
Mining Corporation (Corporacién Minera de 
Bolivia) and National Smelting Company 
(Empresa Nacional de Fundiciones) are attempt- 
ing to increase tin ore processing; a processing 
plant for low-grade ore has therefore begun to be 
built together with a refinery at Oruro with an 
initial capacity of 7,500 tons of electrolytic tin 
and 800 tons of alloy, to be raised subsequently to 
20,000 tons. Work continues on the exploration 
and development of the Kellguan mine, which 
has estimated reserves of 2.5 million tons of 
cassiterite, to discover whether it can be ex- 
ploited economically. Work is also continuing at 
the Matilde mine, as a result of which zinc 
production should increase by 55,000 tons (more 
than triple the figure for the country in 1967). 
In addition, the preliminary studies have been 
completed for the installation at an estimated 
cost of 20 million dollars, of a zinc smelter with 
an annual capacity of 40,000 tons. 


In Peru, in addition to the plans to raise zinc 
output to 380,000 tons by 1970 and 580,000 tons 
by 1975, it is planned to construct an electrolytic 
zinc refinery with a capacity of 40,000 tons, to be 
complemented by a sulphuric acid and super- 
phosphates plant. 


With regard to copper, plans are going ahead 
in Chile to double copper production by 1972. 
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By the end of 1968 some 225 million dollars had 
been invested-for this purpose; a plant was 
opened at Chuquicamata which will increase 
annual electrolytic copper capacity by 180,000 
tons (85 per cent); work continued at the Rio 
Blanco mine, which will produce 60,000 tons of 
copper concentrates; and the installation of a new 
smelter at Antofagasta, with a capacity of 
30,000 to 36,000 tons, to smelt copper from the 
medium-sized and small mines in the area is 
being studied. A copper products industry has 
been established at Antofagasta, mainly pro- 
ducing various types of electrical and telephone 
conductors for the home and export markets; 
it is scheduled to come into full production in 
1970. In Peru, it is planned to raise copper pro- 
duction to some 400,000 tons by working a 
number of ore deposits (Cuajone, Cerro Verde, 
Michiquillay, Cobriza and Quellaveco). More- 
over, copper ore deposits offering good prospects 
have been found in Argentina, the Dominican 
Republic and Panama. 


Venezuela has begun construction of a plant 
to produce a million tons of briquettes with a 
high iron content (86.5 per cent), and is com- 
pleting studies on the installation of a plant to 
process a million tons of iron pellets. A study is 
also under way on the feasibility of profitably 
mining the Cerro San Isidro deposits, which have 
reserves estimated at 350 million tons with an 
iron content of some 64 per cent; annual pro- 
duction is expected to amount to 4.5 million 
tons, 2.5 million of which would be pelletized. 
Chile is planning to build an iron ore concen- 
tration plant to process ore from Algarrobo 
and El Romeral, and studies have begun on the 
expansion of the capacity of the Santa Clara 
mine to 2.5 million tons; this mine has estimated 
reserves of 50 million tons of ore with an iron 
content of more than 60 per cent, and an equal 
amount with an iron content of 40 per cent. 
Brazil is installing a pelletizing plant with an 
annual capacity of 2 million tons, and output 
from the Marcona mine in Peru was raised to 
10.5 million tons. 


Another important development in mini 
relates to alumina production in Jamaica. 
1969 an alumina plant with a capacity 
950,000 tons will enter into operation at Port 
Kaiser, while construction work will begin ona 
new plant at Clarendon for processing a lower 
grade of bauxite than is used now; its initial 
capacity will be 440,000 tons and this ‘could later 
be doubled. Brazil is soon to start up a plant 
which will produce 25,000 tons of aluminium 
ingot. Venezuela has built an aluminium pla nt 
with an annual capacity of 10,000 tons, and 
Argentina is to establish an electrolytic ‘plat it 
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with annual capacity of 50,000 tons. This will 
cost 68 million dollars, plus 25 million for the 
electric power supply system that will be required. 
The plant is scheduled to enter into operation 
in 1970 on the basis of processed raw materials. 


(d) Petroleum 


_ At the end of 1968, world output of crude 
petroleum amounted to over 38 million barrels 
daily, or about 10 per cent more than in 1967. 
Latin America’s share in this total was just 
over 13 per cent, a proportion which, in com- 
parison with the 1958 figure of 18.3 per cent, 
shows that the region is losing ground as a pro- 
ducer of crude. In fact, during the past ten years, 
while its traditional competitors trebled their 
‘production and the relative importance of 
Africa increased year by year, Latin America did 
not even succeed in doubling its output, which 
‘between 1958 and 1968 expanded at an average 
annual rate of 4.3 per cent, whereas the world 
average was 7.8 per cent over the same period. 
_ In 1968, Latin America’s production of crude 
petroleum rose by 3.3 per cent, which was a much 
‘smaller increase than had been shown in 1967 
\(6.9 per cent). However, with the exclusion of 
Venezuela, whose output was 1.8 per cent bigger 
than in 1967, after an exceptional upswing of 5.1 
per cent as a result of the critical situation in the 
‘Middle East, the net production increment 
achieved by the other countries was about 7 
per cent. According to incomplete data, the 
Tegion’s largest increase (28 per cent) was re- 
corded in Peru, mainly because the Belco 
Petroleum Corporation stepped up the develop- 
‘ment of its new offshore oilfields, which yielded 
‘more than 20,000 barrels daily. In Chile, pro- 
duction was expanded by 10.7 per cent (after 
slight setbacks during the previous three years), 
‘mainly by virtue of more intensive development 
jand exploration of the Magallanes deposits, and 
ithe resulting discovery of larger reserves than 
those formerly proven. Over the past two years 
Argentina, Bolivia, Brazil, Mexico and Trinidad 
and Tobago have managed to keep up pro- 
\duction growing steadily. 
For the second year in succession, production 
lin Colombia and Ecuador declined, owing to the 
jreduction of the flow potential in their oilfields. 
/But the new deposits found in the Putumayo- 
\Napo basin, covering part of the south of 
[Colombia and the north of Ecuador, open up 
jnew short- and medium-term prospects for both 
\countries. Twenty-five wells have been drilled 
jalready in the Colombian part of the oilfield 
jand six in the part belonging to Ecuador, with 
respective potentials of 50,000 and 10,000 barrels 
ja day, i.e., yields per well of 2,000 and 1,677 


barrels daily. An oil pipeline 327 kilometres long 
and 20 inches in diameter is being carried from 
Campo de Orito to the Pacific port of Tumaco, 
and is scheduled for completion early in 1969. 
When it is ready, Colombia’s Putumayo wells 
will go into production at an estimated initial 
rate of 70,000 barrels daily, thus increasing the 
country’s output of petroleum by about SO per 
cent. Ecuador, on the other hand, will not be 
able to bring its part of the oilfield into operation 
until the TEXACO and Gulf companies have 
carried out their decision to construct a pipe- 
line from the oilfields in the north-east of the 
country to the port of San Lorenzo on the 
Pacific. 

Drilling operations are one of the determinants 
of the levels of production and reserves. Except 
in Bolivia, Brazil and Peru, they declined almost 
everywhere in 1962-67, at an average annual rate 
of 9 per cent. For a variety of reasons—in- 
cluding legal proceedings relating to contracts 
for the development of production (Argentina), 
and the suspension of new concessions to private 
companies (Venezuela)—the rates of decrease 
were as high as 16 per cent in Argentina and 
Colombia, and reached 8 per cent in Chile and 
7 per cent in Venezuela. 

Complete data on the wells drilled during 1968 
are available for only a few countries. Among 
these, Chile deserves mention for its appreciable 
efforts to improve upon the level of activities in 
the two preceding years. 

Between 1958 and 1968, the average annual 
growth rate of refining capacity in the Latin 
American countries was 6.1 per cent, while over 
the same period the volume of crude refined 
expanded at an average annual rate of 6.6 per 
cent. By 1968, refining capacity had reached 
approximately 3.8 million barrels daily, or a 
little over one tenth of total world capacity, and 
the volume of crude refined was about 192.2 
million cubic metres—an increase of 5 per cent 
in relation to 1967. 

Within this over-all picture, Brazil, Chile, 
Colombia, Mexico and Peru made noteworthy 
progress in the refining of crude through the 
expansion of existing plants and the installation 
of new ones. In the case of Brazil, an additional 
90,000 barrels of crude were processed daily, 
thanks to the entry into operation of the Gabriel 
Passos and Alberto Pasqualini refineries, in 
April 1968 and August 1968 respectively. 

A few countries—for example, Argentina, 
Brazil, Chile, Jamaica and some of the Central 
American countries—which used to satisfy their 
requirements largely with imports, are now al- 
most entirely self-sufficient in petroleum 
products. There are a few exceptions to the rule 
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—aviation spirit and liquid gas in Brazil, liquid 
gas in Argentina and fuel oil in Chile—but the 
quantities involved are relatively small. 


During the first nine months of 1968, the 
Latin American countries’ purchases of crude 
and petroleum products from Venezuela, Aruba 
and Curagao—the region’s leading suppliers— 
rose by 14.1 per cent (9.2 per cent in the case of 
crude and 27.8 per cent in that of derivatives). 


Certain measures adopted by the municipal 
authorities in some United States cities to 
prevent air pollution related to fuel oil, whose 
sulphur content, under regulations established in 
July 1968, was not to exceed 1.5 per cent. This 
affected exports of petroleum products (in 
particular, fuel oil itself) from Venezuela, Aruba 
and Curacao to the United States market, and the 
figure for the first nine months of 1968 showed a 
decrease of 0.4 per cent, whereas sales of crude 
rose by 5.3 per cent. 


Other significant developments which took 
place in various countries in the course of 1968 
are briefly reviewed below. 


In Argentina, work began on the expansion of 
the La Plata refinery, with the addition of a new 
fresh stock atmospheric distillation unit with a 
daily capacity of 75,000 barrels, and a vacuum 
unit with a capacity of 38,000 barrels daily. 
The contract for enlarging the capacity of the 
Lujan de Cuyo refinery in Mendoza from 41,000 
to 85,000 barrels daily, at a cost of 30 million 
dollars, was awarded to the firm of Lummus 
Espanola. A start was also made on the con- 
struction of a multipurpose pipeline from 
Lujan de Cuyo to Montecristo, 664 kilometres 
long and 356 millimetres in diameter. This 
stretch constitutes the first stage of the pro- 
jected 1,250-kilometre multipurpose pipeline 
from Mendoza to Buenos Aires. In addition, 
over a period of eight years a sum total of 30.4 
million dollars is to be spent on exploratory 
operations in the Gulf of San Jorge by four 
companies (Sinclair, TENECO, Phillips and 
ENI of Italy) which have obtained permission 
to prospect on the continental shelf. 


At Porto Alegre, in Brazil, the construction 
of the Alberto Pasqualini refinery was completed. 
Although it has a daily capacity of 45,000 
barrels, susceptible of expansion to 100,000 
barrels per day, for the time being this refinery 
will process between 20,000 and 25,000 barrels 
daily. In the month of March, PETROBRAS 
opened a fourth refinery (Gabriel Passos) at 
Belo Horizonte, with a daily capacity of 45,000 
barrels, and upon completion of the relevant 
studies it decided to construct a refinery with a 
capacity of 120,000 barrels per day, at a cost of 


78.5 million dollars, in the neighbourhood of 
Campinas, near SAo Paulo. 

In Bolivia, Yacimientos Petroliferos Fiscales 
Bolivianos (YPFB) and the Bolivian Gulf Oil 
Company signed an agreement with representa- 
tives of an Argentine public enterprise (Gas del 
Estado), under the terms of which Argentina 
will purchase the following quantities of gas with 
a calorific value of not less than 9,300 calories, 
at the price of 8 dollars per thousand cubic 
metres: 4 million cubic metres of natural gas 
per day during the first seven years to which the 
agreement relates, and 4.5 million during the 
following thirteen years. 

The twenty-year period covered by the agree- 
ment will be reckoned from the date of completion 
of a gas pipeline 600 kilometres in length and 24 
inches in diameter, with a daily capacity of 200 
million cubic feet, which is to be constructed in 
Bolivian territory, at a cost of 40 million dollars, 
and connected at the frontier with the Argentine 
pipeline. Furthermore, YPFB successfully con- 
tinued its work on the development of the 
Monteagudo (Chuquisaca) oilfield, which holds 
out good prospects. 

In Chile, the State enterprise (Empresa 
Nacional del Petré6leo—ENAP) has a project for 
expanding the present capacity of the Concep- 
cién refinery from 36,000 barrels to 63,000 
barrels daily. 

By a decree passed in January 1968, the 
Government of Ecuador set up the Ecuadorian 
State Petroleum Corporation (Corporacién 
Estatal Petrolera Ecuatoriana), an autonomous 
agency which will be responsible for the ex- 
ploration, development, refining and marketing 
of the country’s petroleum resources, either 
directly or in association with private companies. 
As the Ecuadorian Government objected to the 
proposal that the initial output of the three oil- 
fields recently discovered in north-east Ecuadot 
(Lago Agrio, Bermejo and Charapa) should be 
transported via the Colombian pipeline fro’ 
Orito to Tumaco, the TEXACO and Cul 
companies decided to construct, at an estima 
cost of just over 50 million dollars, an oil pi 
line from the River Aguarico area to the port 
San Lorenzo, scaling the Andes to a height of 
over 4,000 metres. A contract for exploring 2.4 
million hectares of dense tropical jungle in the 
north-east of Ecuador, 200 kilometres from the 
oilfields discovered by the TEXACO-Gulf con- 
sortium, was awarded to five foreign companies 
which may invest a total sum of 60 — 
dollars, and another for exploring the con 
tinental shelf in the Gulf of Guayaquil has been 
given to seven other companies, headed by A 
Oil of Houston. 
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On the continental shelf in the Gulf of Mexico, 
near Tuxpdan, the Mexican State enterprise 
Petroleos Mexicanos (PEMEX) found a new 
oil field (Atun), whose potential is estimated to 
exceed that of any other deposit so far dis- 
covered. 


The Panama refinery at Coldn is pursuing its 
aim of expanding its daily capacity from 55,000 
to 70,000 barrels of crude. 

In the course of the protracted dispute between 
Peru and the International Petroleum Company, 
Ltd., the Government of Peru took possession, 
on 9 October 1968, of the Brea and Parifias 
oilfields and the Talara refinery. A project is also 
afoot for constructing a refinery with an initial 
capacity of 25,000 barrels per day at the port of 
Mollendo, 1,200 kilometres south of Lima. 
{ts design will be such that it can refine crudes 
with different characteristics. On the Providencia 
concession, in the north of Peru, an undersea 
deposit has been discovered, with a well flow of 
480 barrels per day, and on the Humboldt con- 
cession, off the coast to the north-east of Talara, 
another well with good commercial production 
orospects is in process of evaluation. 


_ The Dominican Republic’s first refinery, which 
will have a capacity of 15,000 barrels per day, and 
‘S being constructed by Midland Co-operatives, 
will go into operation at the end of 1969. In 
addition, the Antilles Petroleum company, 
‘ormed by private capital in Puerto Rico, is 
seeking permission from the Dominican Govern- 
nent to build a refinery with a capacity of 25,000 
darrels per day near Azua, 80 kilometres from 
Santo Domingo. 

| Off the coast to the south-east of Trinidad, the 
Pan-American Oil Company (a subsidiary of 
Standard Oil of Indiana) has discovered a large 
latural gas deposit, where the only exploration 
wells drilled so far show an initial production 
»f over 8,400 million cubic metres daily. 


The Government of Uruguay invited tenders 
or petroleum prospecting and development onthe 
‘ontinental shelf and substratum in waters 
vithin Uruguay’s jurisdiction, on the basis of 
tontracts with the State agency known as the 
\dministraci6n Nacional de Combustibles, 
A\lcoholes y Portland (ANCAP). 


In Venezuela, the Creole Petroleum Company 
‘onstructed a new propane and butane plant at 
ts Amuay refinery. The capacity of the Morin 
efinery, belonging to the State petroleum agency 
Corporacién Venezolana de Petrdleo—CVP), 
vas enlarged from 2,300 to 16,000 barrels per 
lay, at a cost of 40 million dollars; work on this 
roject was completed in January 1968, but 
‘he first service contracts could not be awarded 


until March 1969, after approval by the National 
Congress. The Creole Petroleum Company and 
the Shell Company of Venezuela each decided 
to construct a desulphurizing unit, the former 
at the Amuay and the latter at the Cazddn 
refinery, at respective costs of 60 and 37.5 
million dollars. A gas pipeline scheduled for 
construction early in 1969 will be 240 kilometres 
long and 40 centimetres in diameter, and is 
designed to supply the desulphurizing plant at 
Amuay with 1.4 million cubic metres of natural 
gas from Tia Juana. 


New deposits were discovered by CVP and the 
Creole Petroleum Company in the Mata-Auma 
area under the jurisdiction of Maturin and at the 
Elias Yopoles, Caro and Mata oilfields in the 
eastern sedimentary basin. In addition, CVP is 
planning to construct a refinery with a daily 
capacity of 100,000 barrels of crude in the Lake 
Maracaibo area, and the Creole Petroleum 
Company has a project for a 240-kilometre gas 
pipeline from the middle of the Lake to the 
island of Aruba, to carry the gas that would be 
used for desulphurizing (at a rate of 75,000 
barrels per day) the Creole crude refined by Lago 
Oil and Transport at the Aruba plant. 


(e) Manufacturing industry 
The trend of industry was particularly 
favourable in 1968 and raised the gross in- 
dustrial product to 8 per cent over the previous 
year’s level. 


The data available are not complete enough 
to indicate the extent to which each branch of 
industry contributed to the over-all progress. 
According to general information on Argentina, 
Brazil and Mexico, which together account for 
more than 75 per cent of the region’s industrial 
output, production of most current consumer 
goods grew relatively little, while other lines, 
responding to a different kind of demand, made 
much faster progress. As construction and public 
works made particularly good headway, there 
was such a boom in demand for building 
materials that some countries even had to import 
cement. Industries producing certain inter- 
mediate goods and consumer durables also 
achieved fairly high growth rates. 


Some data are given below on the three 
branches of industry which have developed with 
special vigour in recent years. 


(i) The steel industry. Output of ingot steel in 
Latin America rose about 12.5 per cent in 1968, 
thus more than doubling its 1967 growth rate. 
The biggest contributions to this increase came 
from Argentina (17 per cent), Brazil (17.6 per 
cent), Mexico (7.4 per cent) and Venezuela (26 
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per cent). The four together account for 90 per 
cent of steel production in the region. 


Peru was the only other producer country to 
show a substantial increase (11 per cent). Chile’s 
ingot steel output decreased by nearly 10 per 
cent, and Colombia’s by almost 4 per cent, while 
Uruguay’s modest production was cut by a third. 


The strong upswing in Argentina’s production 
corresponded to the rise in demand for materials 
for construction and public works. It should 
be mentioned in this connexion that the Somisa 
blast furnace at San Nicolas was reconditioned 
in mid-1968. The plant, which turns out semi- 
manufactured products, had found that its 
capacity was too small to meet the requirements 
of the rolling-mills, and large amounts of billet 
had to be imported in 1968 to close the gap and 
satisfy the demand for finished steel products. 


Other firms also added to their capacity. 
Dalmine-Siderca purchased continuous casting 
machinery, and the Santa Rosa metallurgical 
plant put its third electric blast furnace into 
operation. This is part of the second phase of its 
plan of expansion, which will ultimately enable it 
to produce about 180,000 tons of ingot steel a 
year. 


Brazil’s steel production, which had declined 
in 1967, revived in 1968, helped by the general 
upsurge of industry, and, in particular, of the 
branches that use a large amount of steel pro- 
ducts (e.g., shipbuilding, and production of 
motor vehicles, machinery and electrical equip- 
ment). Building under the government housing 
policy also expanded. Steel output in 1968 
amounted to 4.3 million tons. To produce this 
volume, installed ‘capacity was used to the 
maximum, and at the same time the first stage of 
a plan to raise production by 1.4 million tons was 
put into effect. This stage is scheduled for com- 
pletion in 1971. 


In Mexico, production of ingot steel in- 
creased by 7.4 per cent. Although less than in 
1967, this expansion nevertheless indicates that 
the industry continues to make steady progress. 
It was mainly due to the fact that the third blast 
furnace in the Fundidora de Hierro y Acero de 
Monterrey S.A. was put into full production. 
Sideruirgica Nacional also brought a unit for 
producing special steels into operation. As part 
of its plans for expansion, Altos Hornos de 
México intends to raise its capacity by 2 million 
tons in 1970-71 through the addition of a fourth 
blast furnace, which is already under con- 
struction. The Compafiia Fundidora de Mon- 
terrey also plans to increase the output of its 
third blast furnace in 1969, when the Guadalajara 
steel mill is to be opened. All in all, these ex- 


pansions will raise production to 5 million ton: 
by 1971... > 

The noteworthy expansion in Venezuela’ 
steel production was achieved through fuller uss 
of installed capacity. About 280,000 tons o: 
finished steel products are exported. The 
Orinoco steel plant (SIDOR) plans to raise it: 
capacity to 1.2 million tons by 1970 and in the 
meantime has begun to manufacture roughly 
30,000 tons of cast-iron pipes a year. 


In Chile, the Compafiia de Acero del Pacific 
(CAP) is implementing a plan for expansioz1 
based on a second blast furnace, which is already 
in operation. During the first stage, steel pro 
duction will be 800,000 tons and will eventually 
reach the million mark. An electrolytic tin 
plating plant, which has an initial capacity o 
65,000 tons of tinplate and will eventually pro 
duce as much as 140,000 tons, is scheduled to g¢ 
into operation in the first half of 1969. 


Aceros Andes S.A. began production early it 
1968, and will soon be in a position to manu 
facture tyres and railway axles, and forged part: 
and castings for the mining sector and motor 
vehicle industry in particular. 

Colombia’s steel mills (Acerias Paz de Rio anc 
the Sidertirgica del Pacifico, S.A.) and _ the 
Sociedad Sidertirgica de Chimbote in Peru als« 
have plans for expanding production. 

(ii) The chemical industry. The partial indi 
cators available for some of the Latin Americas 
countries indicate that the chemical industr 
made excellent progress in 1968, owing to thi 
rapid growth of manufacturing industry, anc 
also of construction, which is using an increasing 
ly large amount of chemical inputs. 


It is provisionally estimated that chemica 
output in Argentina increased about 20 per cent 
An upward trend was observed for all basi 
chemical products, except sulphuric acid, whicl 
showed an increment of just over 4 per cent. Thi 
upswing was partly due to the expansion o 
capacity for a number of basic chemical products 
including ammonia, urea and ammonium sul 
phate for fertilizers, and polyvinyl chloride. 


In Mexico, the data for eleven months sho 
that output of chemical fibres was stepped yj 
19.7 per cent, sulphuric acid, 16.1 per cent 
caustic soda, 18.1 per cent, urea, 18.3 per cen 
and ammonium sulphate, 40.7 per cent. Pro 
duction of ammonia dropped by 3.8 per cent 
however, while that of ammonium nitrate ros 
by 2.8 per cent. In the petrochemicals industry 
production of benzene and toluene increased b 
52.7 and 7 per cent respectively, while that a 
dodecylbenzene declined by 5.5 per cent. 


Current plans for expanding the chemicz 


126 


industry include the establishment, between 1969 
and 1972, of a petrochemical complex by the 
Dow Chemical Company near Bahia Blanca in 
Argentina for a capital cost of 114 million 
dollars. Another enterprise (Carboclor) opened 
the first stage of a petrochemical plant in the 
Province of Buenos Aires. By 1970 this will be 
producing 16,000 tons of isopropanol and other 
derivatives a year. In addition, Empresas 
Petroquimicas Argentinas will be setting up a 
plant in 1971-72 to produce about 180,000 
tons of ethylene a year. 


In Brazil, Petroquimica Unido plans to build 
a big petrochemical complex at Sado Paulo. 
Work is scheduled to begin on this in 1970. It 
will have a capacity of 600,000 tons (including 
181,000 tons of ethylene and 97,000 tons of 
propane), and the final cost is estimated at 450 
‘million dollars. Other projects include a phos- 
phate plant at Jucupiranga (Sado Paulo) with a 
capacity of 200,000 tons, a fertilizer complex 
(nitrogenous compounds, urea and ammonia) 
for the Companhia Quimica de Minas Gerais, 
and additions to a caustic soda plant owned by 
Carbocloro Industrias Quimicas at Cubatio 
(Sao Paulo), which will raise production to 
140,000 tons a year. The Government of Brazil 
plans to spend a total of 687 million newcruzeiros 
on its three-year plan for the petrochemical 
industry. 


In Chile, Petrodow (a branch of the Dow 
Chemical Company) is installing an ethylene 
‘complex at Talcahuano, consisting of a 20,000 
ton polyethylene plant and a plant for producing 
vinyl chloride with an initial capacity of 18,200 
tons. 

Petrdleos Mexicanos (PEMEX) has opened an 
ammonia plant with a daily capacity of 1,200 
tons at Minatitlan (Veracruz). This State- 
owned company, in association with private 
capital, is establishing forty petrochemical plants 
for a total investment of 1,356 million pesos. 

Venezuela has concluded agreements for the 
construction of complexes to produce ammonia, 
ethylene (polyethylene) and aromatic hydro- 
carbons for the home and export markets. 


(iii) The motor-vehicle industry. This industry 
continued to develop well in 1968, at an estimated 
tate of about 12 per cent. 


Argentina, the second most important manu- 
facturer of motor vehicles in the region, showed 
a growth rate of 2.7 per cent, which indicates 
that the industry recovered its 1966 level. 
During the first half of 1968, production had 
mtinued to decline as market demand was 
vered by carry-over stocks from the previous 
year, but, in the third quarter, output of utility 


vehicles and lorries began to increase in view of 
the encouraging prospects for agriculture, and 
by the end of the year production of passenger 
cars was also expanding with the appearance of 
the new models on the market. 


Output in Brazil is estimated to have gone up 
by 20 per cent and to total 280,000 units. The 
manufacture of lorries and motor buses made 
particularly big strides (a 50 per cent increment) 
and so did that of tractors (62 per cent), while 
production of passenger cars increased by about 
18 per cent and that of lorries and utility vehicles 
a little less. 


In Mexico, which, with Argentina and Brazil, 
represents 90 per cent of all motor-vehicle manu- 
facture in the region, production rose by 17.6 
per cent, divided into 20 per cent for passenger 
cars and 7.7 per cent for lorries. 


All the producing countries have projects for 
expanding production capacity. The most im- 
portant are those of IKA-Renault in Argentina, 
Chrysler and Mercedes Benz in Brazil and Fiat 
and Ford in Chile. Investment in production is 
being supplemented by investment in the manu- 
facture of spare parts and components, for which 
there are highly encouraging trade prospects in 
the Latin American Free-Trade Area. 


(f) Electric energy 


In 1968 total electric energy generation in 
Latin America amounted to about 125,000 
GWh, or 9.5 per cent more than in 1967. The 
growth rates in 1966 and 1967 were 7.5 and 7.3 
per cent respectively. In accordance with the 
distribution of installed capacity, the highest 
proportion was generated by the public sector 
(81 per cent), and 60 per cent of this was pro- 
duced by hydroelectric plants. 

Preliminary figures indicate proportionally 
larger increases in Brazil, Mexico and some of 
the Central American and Caribbean countries. 
Chile and Uruguay are among the countries 
where output increased slowly. In Chile, a 
severe drought devastated the central region, 
affecting hydroelectric energy generation mainly 
in the power stations located north of the Bio- 
Bio river, including the recently opened Rapel 
plant which, to all intents and purposes, was out 
of use. The lack of rainfall and snow also affected 
the mountain region of Argentina, causing a 
considerable shortage in that country also. In 
Chile, it is hoped that with the construction of 
the Bocamina thermoelectric plant in the coal- 
mining district, and of the El Toro hydro- 
electric plant, which, with its huge reservoir of 
4,000 cubic hectometres, will be practically 
independent of hydrological conditions, the 
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system will be safeguarded against drought. In 
Uruguay, the slow growth must be ascribed to 
the fact that its capacity is over-loaded and has 
not been expanded for some years. 


The figures for installed capacity and genera- 
tion show that utilization of capacity during the 
year amounted to 4,500 hours for the public 
service. 


In 1968 a great many public service power 
plants were put into operation or were at an 
advanced stage of construction, which con- 
siderably increased installed capacity. Hydro- 
electric plants on which intensive work has been 
done in the last few years are responsible for a 
high proportion of this increase. The plants 
constructed account for over 2,500 mW, of 
which approximately 2,000 mW are additions 
to the group of hydroelectric plants. This alters 
the balance that has existed for twenty years 
between hydro and thermal installed capacity, 
and the gap will continue to widen in favour of 
hydroelectric plants as the proposed projects are 
completed, 


Installed capacity in self-generating plants did 
not alter much with the continued development 
of the public service, which now adequately 
covers demand for electric energy in nearly all 
areas supplied by its main enterprises. Thus, 
the self-generating sector is lagging still further 
behind the public utilities, its share in total 
installed capacity shrinking from 23 per cent in 
1967 to 21 per cent in 1968. 


With the new additions mentioned above, the 
public service power stations have raised their 
total installed capacity to 25,700 mW, of which 
54 per cent is in hydroelectric plants. In contrast, 
the installed capacity of self-generating plants 
has remained constant at around 7,000 mW, 
with only 14 per cent in hydroelectric plants. 


At present, an extremely large-scale con- 
struction plan is under way in the public electric 
supply service, which will effectively help Latin 
America to emerge from its backward state in 
electric energy generation compared with world 
levels. The capacity of the power stations under 
construction, which will begin operating before 
1980, will exceed 21,000 mW, so that by then 
installed capacity will be more than double 
existing capacity at the end of 1968. Of the total 
projects under construction not more than 2,500 
mW are thermal plants. 


Some of the hydroelectic plants stand out as 
the most important of their kind in Latin America 
and even in the world. Brazil, for example, is 
building the Ilha Solteira, Jupid and Estreito 
plants, with capacities of 3,200, 1,200 and 1,050 
mW respectively. The programme for Ilha 
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Solteira is to install a total of 2,560 mW by 1980, 
and the rest at_a later date. Venezuela is con- 
structing the Guri power station, with a final 
capacity of 6,000 mW, of which 3,000 mW will be 
incorporated before 1980. Mexico is building the 
1,080 mW Malpaso plant, and Peru the Mantaro 
plant, with a total capacity of 2,650 mW, of 
which 1,100 mW are to be installed before 1980. 
In Argentina, the Chocdn-Cerros Colorados 
power station is to have a total capacity of 1,650 
mW by 1978. 

The Atucha plant now under construction will 
be Latin America’s first nuclear power station. 
It is near Buenos Aires and will have a capacity ¢ 
319 mW, which may be doubled later. 


The following is a brief account of the stage of 
construction reached during the past year by the 
large hydroelectric power stations mete 
above. 


At the Jupia plant, the reservoir was closed in 
November and will be filled within a month or 
two. This power station is expected to begin 
operating in 1969, with three units of 100 mW 
each. Similar capacities will be incorporated in 
1970, 1971 and 1972. 


The first stage of the Guri plant—which is tb 
have three 175 mW units—is well advanced, and 
the installation of the first unit was practically 
completed by the end of 1968. 


Two 180 mW units were opened at the big 
Malpaso plant, which was then put inte 
operation; when finished it will include i 
additional four units of the same capacity, t 
of which are to be installed in 1969. 

In the Mantaro plant, work is going ahead on 
the construction of the surge tank, the valve 
chamber and the power house. Tunnel No. 1 
(1,218 metres long) has been completed. Water 
from the Mantaro river will go through 
tunnels into the surge tank, and on to the valy 
chamber; it will then drop 900 metres to 


power house, where 342 mW will be installed 
as a first stage. i 


Financing was obtained for the Chocén-Cerros 
Colorados power station. Housing is being 
erected for the staff who are to operate the plant, 
and the civil engineering contracts for delivery of 
energy in 1973 have been awarded. Bids were 
opened for the supply of turbines and generators 
and the relevant decision will be taken i 
February 1969. 


Interconexién Eléctrica S.A. (ISA) was estab- 
lished in 1968 to join up the main public elec- 
tricity supply systems in Colombia. The inter 
connexion is estimated to cost some 44 millio 
dollars and it should be practically completes 
in 1972. It is facilitated by the fact that 


enterprises concerned have a standard frequency 
of 60 cycles. ISA will own the whole network 
ind all future additions to installed capacity 
xcept the Canoas-El Colegio (Bogotd) and 
Guatapé (Medellin) power plants, and the 
Colima-Yumbo, San Francisco and Alto 
Anchicaya expansion (CVC-Chidral). 

The Government has also given priority to 
‘lectrical development on the Atlantic seaboard, 
where a number of small isolated enterprises 
srovide a somewhat inefficient service in 
seneral. It is planned to set up a public corpora- 
ion embracing the following departments: 
\tlantico, Bolivar, Cérdoba, Magdalena, César, 
jucre and Guajira; in addition to controlling 
il the supply sytems in that area, it will group 
hem in a single interconnected system which, in 
urn, can be linked up with systems of neigh- 
jouring regions in the country or outside it. 
Vith these projects, Colombia will join the ranks 
f countries with large interconnected systems. 


| Mexico, having already resolved to establish 
he standard frequency of 60 cycles per second 
or the whole country, decided in 1968 to effect 
he standardization by stages, the first of which 


ity) should be completed in 1971, and the rest in 
974. The total cost of this frequency change, 
thich will affect some 1,500 mW, is estimated at 
ut 130 million dollars. 


Meanwhile, the Federal Electricity Com- 
iission has continued its work on intercon- 
exions, thanks to which it will be possible to 
nk up the Falcén-Monterrey and Torreén- 
‘hihuahua systems in 1969, and the Colotlipa- 
capulco and Central systems in 1972. 


In Brazil, the preparatory work for switching 
) a frequency of 60 cycles in the States of 
tuanabara and Espirito Santo, which was put 
i) hand in 1967, continued in 1968. In the south 
ie Companhia Estadual de Energia Eléctrica do 
io Grande do Sul is planning its new power 
ations for operation with frequencies of 50 and 
) cycles, in view of the change-over to 60 cycles 
ad their subsequent interconnexion with other 
}gions. 

| In Venezuela, Cambio de Frecuencia C.A. has 
jade good progress in changing to 60 cycles in 
‘ie area supplied by Electricidad de Caracas, and 
jiergy of that frequency will soon be received 
‘a Guri. The programme is scheduled for 
»mpletion in 1971. 


| With the advances made and decisions adopted 
| regard to frequency changes in Brazil, Mexico 
hd Venezuela, in the continent itself only the 
ye southernmost countries—Argentina, Bolivia, 

hile, Paraguay and Uruguay—will continue 


with a frequency of 50 cycles, while the rest will 
operate with 60 cycles. 


As regards international interconnexions, the 
entry into operation of the power station on the 
Acaray river will make it possible to transmit 
energy from Paraguay to the Argentine border 
area. IDB is to grant a 5 million dollar loan, to 
Electricidad de Misiones for the construction of 
the necessary high tension line. The inter- 
connexion should be completed in 1971. 


A general study was begun on interconnexion 
possibilities between the six countries of Central 
America, and a regional agreement was studied 
with a view to the exchange of electric energy and 
the joint planning and construction of inter- 
connexion projects. It is expected that the agree- 
ment will be concluded, and the general study 
completed in the course of 1969. 


A small interconnexion will be established in 
the border area of Colombia and Venezuela, 
with the installation of a 15 mW gas turbine at 
Zulia and a 115 kV transmission line which will 
link this plant with the La Fria system in 
Venezuela, 

An electrical interconnexion was put into 
operation between the city of Salto (Uruguay) 
and Concordia (Argentina). Its purpose is to 
make good the shortage of energy in that part of 
Uruguay, where installed capacity amounts to 
only one third of existing requirements. The 
transmission line will have an initial capacity of 
6 mW, which may be raised to 100 mW in the 
future. 


The interconnexion that has existed for some 
years between the border areas of Uruguay and 
Brazil continued operating as usual. 


(g) Transport 


(i) Shipping. In 1968 little headway was made 
towards a more integrated development of the 
Latin American fleets although some countries 
improved the share of their merchant fleets in the 
carriage of their foreign trade. This is reflected 
both in the planned increases in the volume of 
freight and in the search for preferential markets. 


The LAFTA Water Transport Agreement, 
signed on 30 September 1966,‘ has so far been 
ratified only by Chile and Mexico, and it cannot 
be put into effect until at least five countries have 
adhered to it. Since then, there have been 
negotiations with a view to preparing a set of 
regulations which will make the agreement 


4 See ECLA, Economic Survey of Latin America, 1966 
(United Nations publication, Sales No.: E.68.11.G.1), p. 
296, and “Economic survey of Latin America, 1967” 
(E/CN.12/808 and Add.1), Part Two, p. 293. 
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operative. A Special Commission met in October 
1968 and adopted a set of regulations without 
the approval of Argentina, Brazil and Uruguay; 
the main point of disagreement related to the 
maintenance or abolition of existing bilateral 
privileges. 

At the same time there has been a tendency 
for agreements to be concluded among small 
groups of countries. Thus, at the end of Septem- 
ber 1968 an agreement was signed between 
Argentina and Brazil, under which all maritime 
trade between the two countries is to be carried 
in their own bottoms. In addition, some countries, 
notably Brazil, have made great strides in en- 
Suring that more of their foreign trade is carried 
by their own merchant fleets. Other examples of 
this trend are the agreements which Brazil has 
concluded or is negotiating with the United 
States and certain European countries. Thus, the 
aim is to expand the national merchant fleets 
so that they can carry a larger share of extra- 
regional trade. Furthermore, the number of liner 
services with Latin American vessels serving the 
regional traffic has increased, and today most of 
the Latin American countries have lines con- 
necting them with other countries of the region. 


The total tonnage of the Latin American 
merchant fleet increased from 5,026,000 to 
5,118,000 between | January 1967 and 1 January 
1968, or by 1.8 per cent. As regards the quality of 
the fleets, the average age of the vessels dropped 
slightly, from 15.1 to 14.7 years, and the pro- 
portion of dry cargo carriers increased in relation 
to tankers. This situation may change radically 
in the future, in view of the number and tonnage 
of the vessels under construction and contracted 
for as at 1 January'1968: 931,000 gross registered 
tons. Countries in this position are Brazil, with 
590,000 gross registered tons—or 54.3 per cent of 
its present fleet—in this category, followed by 
Mexico and Peru. Thanks to the execution of 
such large-scale programmes, these countries 
will be able, not only to carry out their naval 
policy, but also to operate the shipyards on a 
large enough scale not to run at a loss. 


(ii) Highways and road transport. In 1968 
particular attention was paid to road integration 
projects in the southern countries of Latin 
America. IDB granted Argentina a loan of 34 
million dollars to improve the integration of high- 
ways with Bolivia, Brazil, Chile and Paraguay. 
This project involves the construction, re- 
construction, extension and paving of 554 
kilometres between Buenos Aires and Bolivia, 
and of 148 kilometres of the highway from 
Mendoza to the Chilean frontier, and improve- 
ments on the Argentine side of the international 
tunnel. Chile was granted a loan of 15 million 
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dollars in 1966 to build the section from Val 
parafso to the.border tunnel. Another loan is t 
be used to build a bridge 1,670 metres long ove 
the Parana river, between the cities of Corriente 
and Barranqueras; this will link up the roa 
under construction from Corrientes to Puert 
Iguazu with that between Resistencia (Argentin 
Chaco) and Salta and Bolivia, and with Bueno 
Aires-Asuncion road. 


As regards national highways, Argentin 
finished repaving and widening 150 kilometre 
of highway between Campana and San Nicolas 
and in 1969 expects to complete the 2,400-metr 
Parand-Santa Fé under-river tunnel, which wi 
be the first direct land connexion betwee 
Mesopotamia and the rest of the si, 
Further, bids were called for the works on th 
Zarate-Brazo Largo highway network which is t 
link the south of Entre Rios with the north o 
Buenos Aires Province by means of the road 
railway bridges over the Parana de las Palma 
and Parand-Guazu rivers. 

Brazil received 61 million dollars’ worth o 
international financing—35 million from I 
and 26 million from IBRD. The first loan wi 
help to complete the network of arterial high 
ways in the Brazilian Nordeste—780 kilometre 
in length—and the construction of a bridge ove 
the San Francisco river. The IBRD loan will b 
used for the construction and improvement of si 
highways, totalling 429 kilometres, in the sta 
of Rio Grande do Sul, Minas Gerais, Parand an 
Santa Catalina. Moreover, an agreement \ 
signed with Paraguay for the construction of | 
60-metre international bridge over the Apa rit 
Paraguay, for its part, will build 74 kilometres 
roads which will link this bridge with th 
Concepcién-Puerto Caballero highway. 

Colombia obtained a loan of 12.7 milli 
dollars from IDB to build and improve 
kilometres of the Caribbean transversal highw: 
which stretches from La Fe to Paraguachén 
the frontier with Venezuela. With IBRD ai 
start will also be made on the construction 
certain stretches of trunk roads (totalling 
kilometres in length) including a bridge over # 
river Cauca. Colombia also accepted the 
posal made by the Permanent Executive 
mittee of the Pan American Highway oo, 
that it should change the course of the 
American highway over its territory; the ney 
road, which would shorten the distance con 
siderably, would start from Palo de las Letras o1 
the border with Panama and would go as far a 
the neighbourhood of Guapaé on the north-soutl 
route to the Ecuadorian frontier. 

Chile was given a loan of 11.6 million do 
by IBRD to buy equipment for road mai 


yance, build workshops and engage consultants 
m the co-ordination of transport and planning 
of road investment. Progress has been made with 
he international road linking Osorno with the 
Argentine town of Bariloche. 


In 1968, the Ministry of Public Works of 
Mexico invested nearly 3,000 million pesos in the 
onstruction of Federal highways and bridges 
ind of local approach roads to the arterial net- 
work. Work on the national network and 
iecondary roads consists of fifty-six projects 
overing 6,693 kilometres. Improvements are 
ilso being made to 800 local roads. 


_ Peru made headway with the construction of 
\7 kilometres of the Carretera Marginal de la 
Yelva between Satipo and Mazamari in eastern 
eru. 

_ In Uruguay’s road plans, priority was given to 
he transversal roads linking up with international 
1ighways, and IDB gave a loan of 14.8 million 
lollars for work on the roads linking Tacuarem- 
)0 in the centre to Melo and the Brazilian border, 
ind to the southern transversal highway, which 

gins at Montevideo and follows the coast to 

huy on the frontier with Brazil. 


El Salvador was given a 2.8-million-dollar loan 

tom IBRD and another of 4.7 million dollars 

rom the Central American Economic Inte- 
ation Bank for the development of its road 
rastructure. 


The fifth meeting of the LAFTA Transport 
dvisory Committee was held between 12 and 16 
August 1968 to study the basis for a multilateral 
nternational road transport agreement to remove 
he existing barriers to international traffic. 


_ Gii) Railways. Incomplete data on five countries 
show that the main events in rail development 
iave been as follows: 
| In Argentina, where rail traffic trends have 
een irregular and confused in the last few years, 
he net volume of freight carried in terms of ton/ 
dlometres increased 8.2 per cent during the 
irst half of 1968, while traffic in passenger/ 
dlometres was 3.8 per cent more than in the 
irst six months of 1967. These increases helped to 
dffset the reductions that took place in the 1967 
evels of freight and passenger traffic compared 
With those of 1966 (15.7 and 3.4 per cent re- 
pectively). 
| The number of ton/kilometres of freight 
ied by the Federal rail network in Brazil rose 
py 12.6 per cent during the first half of 1968, 
While income increased 25.6 per cent during the 
t five months over the same period in 1967. 
In Chile, rail freight traffic declined by 9.1 per 
ent in 1967 after a vigorous comeback between 
961 and 1966. However, incomplete data for the 


northern and southern networks (Pueblo 
Hundido to Puerto Montt) of the State Railways 
show an improvement of 6.2 per cent during the 
first eleven months of 1968 compared with the 
same period in the previous year. 


After an increase of over 50 per cent in 1961- 
66, the volume of Colombian rail freight traffic 
dropped by 9.7 per cent in 1967. In 1968, how- 
ever, net ton/kilometres carried, including the 
railways’ own traffic, expanded by 10 per cent. 
Passenger traffic has been dropping steeply since 
1961. It fell by nearly a third between 1961 and 
1967, and underwent a further reduction of 
10.7 per cent during the first nine months of 1968. 


In Mexico, where rail freight traffic has risen 
in the last few years (by 45.6 per cent in terms of 
net ton/kilometres between 1961 and 1967), a 
slight decrease of 1.3 per cent was noted in the 
first five months of 1968 compared with the same 
period in 1967. 

The Latin American Railways Association 
(ALAF) has done much to improve collabora- 
tion between the regional railways. In March it 
concluded an agreement with the Pan American 
Committee on Technical Standards in order to 
prepare and publish recommendations for uni- 
form technical standards to be applied to 
rolling-stock in the countries of the region, and 
to determine the specifications of the most suit- 
able types of containers. In the same month, it 
also signed an agreement with the Spanish 
National Railway Network, under which the 
Spanish company is to give technical assistance 
to ALAF and the Latin American railways 
through a branch set up for that purpose. The 
first practical result of the agreement was the 
collaboration between ALAF and ECLA in the 
organization of the Seminar on Railway Cost 
Accounting, which was held at Santiago, Chile, 
in September 1968. The object of the meeting was 
to help the railway companies to improve, 
rationalize and modernize their systems of 
information; adopt a manual of basic statistics 
for use by all railways throughout the region; 
update working papers for publication in the 
form of a report on systems of railway in- 
formation to serve the companies as a basic 
work of reference; and lay the basis for con- 
tinuing co-operation between the railway com- 
panies and bodies in the region with a view to 
improving their information systems. The con- 
clusions and recommendations adopted by the 
Seminar included a recommendation to ALAF 
that it should set up a standing committee on 
railway statistics, costs and accounting, and 
invite its own member companies and other 
railway companies and departments in the 
region to be represented on it. ECLA would also 
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be requested to give assistance to the committee 
on a permanent basis. 


In July, ALAF held an area meeting at Paso de 
los Libres and Uruguayana to discuss matters 
relating to rail exchange between Argentina, 
Brazil and Uruguay. On that occasion an inter- 
national traffic agreement was concluded between 
the Brazilian Federal Railways and the Argentine 
Railway Company. Under this agreement, an 
initial delivery of 20,000 tons of wheat has been 
dispatched from Argentina to Brazil since 
September, and it is hoped to make this amount 
up to 100,000 tons in 1969, 


(iv) Air transport.* New international air routes 
were opened in 1968 between South America 
and points on the western side of the Pacific 
to which it had previously been linked by 
relatively few air services. Chile’s national airline 
(LAN Chile) inaugurated flights between San- 
tiago and Tahiti via Easter Island, thus pro- 
viding direct connexions across the South 
Pacific to Australia and the Far East. Varig 
extended its Rio de Janeiro-Mexico City-Los 
Angeles service over the North Pacific to 
Honolulu and Tokyo. This year also saw closer 
co-operation among airlines of the Central 
American region, two of which, for instance, 
TAN of Honduras and LANICA of Nicaragua, 
combined routes that they had been serving 
separately into a single international service 
Managua-San Salvador-San Pedro Sula-Belize- 
Miami. In airline fares, an important develop- 
ment was the agreement reached among IATA 
airlines early in 1968, following a conference held 
at Vina del Mar at the end of 1967, concerning 
fares on long-haul routes between North and 
South America; this agreement resulted in the 
establishment of an integrated fare pattern for 
international air routes in the whole Latin 
American region. 


The total demand for air transport in Latin 
America was of the order of 1,550 million ton/ 
kilometres in 1968, which represented an in- 
crease of 8.4 per cent over 1967. This estimate 
includes all traffic (passenger, cargo and mail; 
international and domestic) carried on scheduled 
services of the airlines registered in the region. 
If it is compared to the world total of 37,450 
million ton/kilometres for 1968 (excluding the 
USSR and the People’s Republic of China), the 
traffic of Latin American airlines represents only 
about 4.1 per cent of that figure; this constitutes 
a further decline from the share it held in world 
air transport in previous years (5.6 per cent in 


5 The information on which this section is based was 
supplied by the International Civil Aviation Organization 


(ICAO) 
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1964; 5.2 per cent in 1965; 4.6 per cent in 196€ 
and 4.3 percent in 1967). This situation, which 
has been analysed in detail in a recent ICA 
study on the development of international ai 
passenger travel in Latin America (Circular 
90-AT/16, July 1968), results mainly from thi 
relatively slow growth of domestic operations. 
These increased by 6.3 per cent in 1968, for 
instance, while the world increase for domestic 
services during the sams year was 16.4 per cent. 
In contrast internatiunal traffic on Latin 
American airlines increased by 10.2 per cent, 
which is closer to the world figure of 12.5 Pe 
cent. 


These comparisons apply to the region as a 
whole, and in percentage variations from 1967 
to 1968 there are substantial differences between 
the airlines of one country and those of another. 
To mention only the largest variations for 
countries with significant air transport operations, 
international traffic expanded nearly 35 per cent 
in the case of Argentina, while it fell almost 20 
per cent in that of Peru; domestic traffic in- 
creased approximately 12 per cent in Brazil and 
decreased about 4 per cent in Venezuela. 


The over-all weight load factor for all traffic— 
passenger, freight and mail; international and 
domestic—on the Latin American airlines re- 
mained higher than the world average in 1968: 
55.7 per cent against 48.4 per cent. This dis- 
parity, which was not so marked in previous years, 
is due chiefly to the great increase in total world 
airline capacity available in 1968, while the 
capacity offered by the airlines of Latin America 
continued to grow at about the same rate as 
before. Actually the total number of aircraft 
registered in the region was less than in 1967, 
owing to the elimination of many obsolete piston- 
engined aircraft, but the entry into service of 
thirty-five new turbine-engined aircraft with a 
much greater productive capacity has largely 
offset this reduction in the fleet, and resulted 1 
an expansion of the total number of seat/ 
kilometres available on Latin American airlines. 


(v) External loans to the transport sector. The 
loans granted to the transport sector by inter- 
national credit agencies in 1968 amounted to a 
total of 262.3 million dollars. This sum 
represents a significant increase in relation to 
the preceding year, and doubles the figure for 
1966. There were considerable differences be- 
tween the purposes for which the loans were 
granted in 1968 and 1967, since the relatiyy 
importance of credits for air transport decline 
and those allocated to road and rail transpor 
showed an exceptionally large increase. Thi 
explanation lies in the noteworthy expansion 
the funds earmarked for highway projects 


IBRD, which rose from 11.4 million dollars in 
1967 to 82.3 million in 1968, mainly owing to the 
Substantial loans granted to Brazil and Mexico. 
On the other hand, Export and Import Bank 
loans for the purchase of commercial aircraft 
decreased sharply in 1968, reverting to their 1966 
level after the vigorous upswing that had taken 
place in 1967, while special emphasis was placed 
by EXIMBANK on credits for the railways. 


In institutional terms, a salient feature was the 
magnitude of IBRD operations, attributable to 
the channelling of much larger funds into road 
‘building projects, and the reduction of the loans 
‘accorded to the transport sector by the United 
States Agency for International Development. 


4. THE EXTERNAL SECTOR 
(a) Recent over-all trends 


Latin America’s external sector developed 
much more rapidly in 1968 than the internal 
onomy, but not fast enough to prevent the 
continued deterioration of the region’s relative 
Dosition in world trade as a whole. . 


Its dynamism was reflected both in exports 
and imports of goods and in movements of 
apital. As stated earlier, the value of exports of 
zoods and services reached the unprecedented 
sum of 13,790 million dollars, while imports of 
z00ds and services totalled 13,500 million dollars. 
3oth figures represent increases in relation to the 
‘967 levels, of 6 and 8.1 per cent respectively 
see table 62). 


Exports of goods and services 


Most of the countries of the region shared in 
this expansion, in varying proportions. On the 
export side, the sole exception was Argentina, 
where a slight decrease in the current value of 
external sales determined the maintenance of 
imports at much the same levels as in 1967. Peru 
was the only country whose imports contracted 
substantially, but those of El Salvador, Haiti, 
Nicaragua and Uruguay also declined to a lesser 
extent. In all these cases, however, the current 
value of exports increased. 


Since the growth rate of imports exceeded that 
of exports, the balance-of-trade surplus was once 
again reduced, this time to only about 300 
million dollars. What is more, if Venezuela is 
excluded, the other countries showed in the 
aggregate an excess of imports over exports 
which rose from some 250 million dollars in 
1967 to nearly 430 million in 1968 (see table 63). 
This negative trade balance is mainly imputable 
to the transactions effected by Brazil and Mexico, 
although smaller shares in the responsibility for 
the deficit must also be assigned to Bolivia, 
Chile, Colombia, the Dominican Republic, 
Ecuador, Haiti, Panama, Paraguay and the five 
Central American countries. Thus, apart from 
Venezuela, only Argentina, Peru and Uruguay 
exported more goods and services than they, 
imported. 

Net payments under the head of income from 
foreign capital—interest and profits on direct 
investment—again increased in 1968, rising to 


Table 62. Latin America: recent export and import trends 
(Millions of dollars at current prices) 


Imports of goods and services 


1968 1967 1968 


Country 
1967 

Argentina 1,693.0 
Boilvia 169.0 
Brazil 1,821.0 
Chile 1,003.0 
Colombia 704.0 
Ecuador 218.1 
Mexico 2,156.0 
Paraguay 61.9 
Peru 883.0 
Uruguay . 27-7 
Venezuela 2,582.0 
Haiti ® . . 41.1 
Dominican Republic . 181.6 
Panama . : ‘ 286.0 
Costa Rica 173.5 
El Salvador 228.5 
Guatemala 232.7 
Honduras 170.7 
Nicaragua . 182.5 

TOTAL 13,005.3 


1,555.0 1,390.0 1,403.0 
172.8 193.0 199.6 
2,071.0 1,880.0 2,342.0 
1,037.0 903.0 1,052.0 
767.5 688.0 795.2 
226.9 234.2 272.9 
2,446.0 2,328.0 2,642.0 
62.9 80.9 81.9 
982.0 1,021.0 827.0 
240.2 203.4 195.5 
2,586.0 1,814.0 1,867.0 
44.6 56.0 54.1 
192.5 229.3 248.9 
299.0 296.5 307.5 
205.0 215.5 232.8 
231.7 254.9 248.6 
270.4 281.3 306.7 
201.2 182.4 199.7 
198.2 Zo5u 223A 
13,789.9 12,485.1 13,499.7 
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about 2,400 million dollars (almost 1,700 
million with the exclusion of Venezuela). The 
biggest of these increases, in both absolute and 
relative terms, were shown by Argentina, Brazil 
and Mexico. 


The cumulative impact of the balance-of-trade 
deficit for trade transactions in the majority of 
countries and the rise in net external factor pay- 
ments was reflected in a balance-of-payments 
deficit on current account of over 2,100 million 
dollars. This development reaffirmed the modifi- 
cation of the trend that had been so marked in the 
first half of the nineteen-sixties. The deficit had 
averaged over 1,100 million dollars per annum 
in 1958-62, and had dropped to an average of 
only 500 million dollars in 1963-65. But it subse- 
quently climbed to 1,070 million dollars in 1966, 
a little over 1,700 million in 1967, and the above- 
mentioned peak of more than 2,000 million in 
1968. 


- Only three countries—Argentina, Peru and 
Uruguay—made no contribution to this position, 
as their export surpluses more than sufficed to 
over net payments of income from foreign 
tapital. In contrast, the unfavourable balances 
were particularly large in Mexico (over 700 
million dollars), Brazil (over 500 million), Chile 
( nearly 250 million) and Colombia (130 million), 
and in all these cases implied a considerable 
aggravation of the deficits recorded in 1967. 
| Viewed from another angle, the size of the 
dalance-of-payments deficit on current account 
i resents the net total of external financing. 
Moreover, as most countries had balance-of- 
yments surpluses prior to compensation, the 
et movement of non-compensatory capital must 
ve considerably exceeded the figure mentioned. 
?rovisional estimates place it above 2,600 
nillion rapt including errors gad omissions. 


: -xternal-sector trends, since it represents an all- 
ime peak level and an increase of more than 500 
million dollars over the 1967 figure adjusted for 
‘trors and omissions, i.e., an increment of 23 per 
ent. 


| If the inflow of non-compensatory capital in 
967 is adjusted for errors and omissions, big 
increases will be found in Brazil and Chile and, to 
i lesser extent in Mexico—where the bulk of the 
tapital still goes—Bolivia, Ecuador, Haiti and 
jhe Dominican Republic. The inflow remained 
tonstant in Venezuela and Paraguay, and 
leclined in Argentina, Colombia, Central 
America and Panama. In Peru, however, the 
everse took place; a substantial net capital in- 
low in 1967 was followed by a net inflow in 1968, 


and the same situation could be observed in 
Uruguay, although to a less-marked extent. 


In various sections of the present Survey some 
of the effects of these recent external-sector 
trends are analysed, including their contribution 
to the expansion of aggregate supply and de- 
mand and the changes they caused in the com- 
position of these variables. In addition, the 
background information contained in Part One 
of this Survey helps to place these short-term 
trends in a broader perspective. In the following 
sections, therefore, more careful consideration 
will be given to only two aspects of the problem: 
first, some of the most significant developments 
to which the exceptionally rapid growth of 
movements of foreign capital is linked, and, 
second, the framework of the world economy 
in which these changes took place, the situation 
with respect to external demand for the region’s 
staple exports, and the significance of the trends 
described for Latin America’s position in world 
trade flows. 


(b) The increased inflow of capital in 1968 

It has been repeatedly stated that one of the 
characteristics of the Latin American economy 
in 1968 was a considerable increase in net ex- 
ternal financing. The net inflow of non-com- 
pensatory foreign capital was some 2,550 
million dollars, the highest figure in the current 
decade, which helped to cover a considerable 
deficit in the balance of payments on current 
account and to improve the international 
reserves of the monetary authorities. 


Unfortunately, sufficiently detailed and com- 
prehensive information is not yet available for 
obtaining proper idea of the nature and signifi- 
cance of this further expansion of external 
financing. It may be useful, however, to look a 
some provisional data on certain aspects of the 
question. 

(i) Main components. As was pointed out in the 
first section of this chapter, in 1968 virtually all 
the main components of the net inflow of 
foreign non-compensatory capital attained levels 
which were appreciably higher than in 1967. The 
only exception was “official transfer payments’, 
which are thought to have fallen from 121 million 
dollars in 1967 to some 100 million in 1968. 


In the provisional estimates, net long-term 
loans show the highest increase, in both absolute 
and relative terms, rising from 1,085 million in 
1967 to 1,460 million dollars in 1968. Short-term 
liabilities rose from 324 million dollars to 410 
million over the same period. 

The component which is generally most 
difficult to estimate independently is direct invest- 
ment. Initial figures show that net direct invest- 
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Table 64. Latin America: financ 


(Mi 
Average 1958-1962 Average 1963-1965 ; 
Net Net Errors Total Net Net Errors Tot 
moyement movement an movement movement 
Country of non- of compen- omissions of non- of compen- omissions 
compensa- satory compensa- satory 
tory capital capital tory capital capital 
(increase) (increase) 
Argentina +325.1 +72.9 — 135.2 +262.8 —93.7 — 60.6 —7.3 — ie 
Bolivia . +39.5 +1.0 —5.2 +35,3 +51.9 —12.0 —1.7 +: 
Brazil +255.8 +170.0 —42.2 +383.6 +172.0 —95.0 — 108.0 - 
Chile : +115.8 + 46.8 -1.2 +161.4 +98.0 —53 +34.0 +1 
Colombia ri + 50.5 +3.5 +0.9 +54.9 + 143.5 +1.4 — 46.6 +§ 
Ecuador, +14.4 —0.8 +0.1 +13.7 +21.9 —1.3 —0.3 4 
Mexico . +204,2 +11.3 +25.0 +240.5 + 350.3 —35.3 +30.0 +3¢ 
Paraguay +11.1 +0.5 —1.0 +10.6 +15.0 —3.6 —2,3 - 
Peru +51.7 —15.5 —-1,9 +34,3 +90.8 —8.7 —4.8 +4 
Uruguay +28.8 +21.8 —9.1 +41.5 +10.4 +18.1 —47.9 =] 
Venezuela — 374.5 +220.5 — 40.7 — 194.7 —36.7 —138.3 — 38.0 —21 
Haiti +5,.8 +0.1 +4.4 +10.3 +6.0 +1.6 +4.0 +) 
Panama . * s +35.2 — +0.3 +35.5 +37.3 —_ —3.4 +3 
Dominican Republic +0.8 +7.8 —15,3 —6.7 + 50.4 -—0.4 —7,0 +4 
Costa Rica +13.7 +3.5 +0.7 +17.9 +37.5 +59 —1.2 +6 
El Salvador +9.5 +4.4 —8.1 +5.8 +31.9 —10.1 —2,7 +1 
Guatemala +311 +79 —6.7 +32.3 +49.5 — 6.4 —10.4 +3 
Honduras +1.8 +0.9 —0.1 +2.6 +19.9 —3.6 —2,2 +1 
Nicaragua +9.6 +0.2 —2.0 +7.8 +32.9 —12.8 —4.6 +) 
Tota. for Latin America 
(excluding Cuba) . +829.9 + 556.8 —237.3 +1,149.4 +1,088.5 -—366.4 — 220.1 +5 
ToraL for Latin America 
(excluding Cuba and ! 
Venezuela) . +1,204.4 + 336.3 —196.6 +1,344.1 +1,125.2 —228.1 — 182.1 +7) 


Sources: For 1958-67, IMF, Balance of Payments Yearbook, vols. 15, 18, 19 and 20. For 1968, ECLA estimates based on 


fragmentary country data. 


ment increased, from 474 million dollars in 1967 
to 580 million in 1968. Some fragmentary data 
suggest, however, that the latter figure probably 
considerably under-estimates the actual flow of 
investment, and, when all the figures are in, it may 
well be that this component will show the 
largest relative increase. * 


(ii) Origin of capital. One of the most striking 
facts is that the increase in the net inflow of 
foreign capital has come at a time when capital 
outflows from the United States have been some- 
what restricted. The capital markets based in 
Washington to which Latin America has tra- 
ditionally addressed itself for resources to 
finance development projects have restricted 
their supply of capital appreciably over the past 
two years, while at the same time raising interest 
and amortization rates.’ 


® One of the factors which make it especially difficult 
to work out more precise provisional estimates is the 
relatively high figure shown in the regional balance of 
payments under “Errors and omissions” (more than 430 
million dollars in 1967). 

7 In this respect, see Economic Survey of Latin America, 
1967, op. cit. 


4 


The net disbursements of the international 
agencies based in the United States fell sharply 
during 1967, and their 1968 recovery brought 
them to a level only 7 million dollars higher than 
the figure recorded in 1966 (see table 65). A 
determining factor here was first the decline and 
then the stagnation of net disbursements by 
IBRD, since IDB has steadily increased the 
volume of its transactions. 


The information available shows a further 
decline in credit disbursements by United States 
Government agencies, which fell by 44 ni 
dollars, reducing the total in 1968 to only 3 
million dollars. Moreover, the downward trend 
in United States official transfer payments to 
Latin America continued, and they probably 
amounted to less than 90 million dollars in 1968. 


The very incomplete information available on 
long-term Latin American liabilities to private 
banks and the capital market in the United 
States indicates a continuing decline, whi 
seems to be in line with the general difficulty 
obtaining capital on the United States market and 
the apparent crisis of liquidity which the United 
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nee-of-payments deficit on current account 


liars) 
1966 1967 1968 

Net Net Errors Total Net Net Errors Total Net Net Errors Total 
yement movement and moyement movement and moyement movement ai 

fnon- ofcompen- omissions of non- of compen- omissions of non- of compen- omissions 

mpensa- satory compensa- satory compensa- satory 

‘capital _capital tory capital _ capital tory capital* capital 

(increase) increase) (increase) 

139.0 —38.0 -—80.0 -—257.0 —7.0 -—439.0 +2620 —184.0 +1510 —159.0 —8.0 

+38.3 =—S. Sse l.8 +317 +33.9 +8.0 —2.2 9.4 437.7 +4.6 +42.3 

206.0 -—1200 -190 +67.0 +165.0 +166.0 —27.0 +304.0 +623.0 — 87.0 +536.0 
83.0  —27.0 +12.0 +68.0 +158.0 +34.0 —96.0 +96.0 +366.0 —120.0 +246.0 
275.0 +42.0 —27.0 +290.0 +61.0 —70.0 +98.0 +89.0 +192.4 — 60.7 +131.7 
+452 —114 —-12.1 +21.7 +48.5 —8.9 —3.6 +36.0 + 64.8 +2.4 +67.2 

1.0 +18.0 —182.0 +367.0 + 620.0 —81.0 +101.0 +4640.0 +801.0 —71.0 +730.0 

+23.6 —13 —5.7 +16.6 +27.8 +0.2 —5.7 +22.3 +21,5 +1.9 +23.4 
176.0 +220  —33.0 +165.0 +208.0 +47.0 +15.0 +270.0 — 20.0 —6.0 — 26.0 
47.8  —19.6 —37.8 -—49.6 +30.0 —21.4 +2.3 +10.9 —11.9 —10.2 —22.1 
91.0 +22.00 -—68.0 +450 +115.0 —114.0 +31.0 +32.0 +144.0 + 43.0 +101.0 
+2.1 +0.4 +8.6 +103 +1.6 +19 = +4.6 +5.8 —2.6 +3,2 
38.3 — +99 +48.2 +375 — +2.8 + 40.3 +37.7 — +37.7 
35.0 +30.7 +1.9 +67.6 +39.2 $5.2 +19.5 + 63.9 +76.4 —99 +66.5 
43.3 +5.2 —0.7 +47.8 +56.1 —16.8 +15.2 +54,5 +56.7 —13.2 +43.5 
30.5 +122 +1.5 +442 +30.1 $1.1 —3.8 +27.4 +21.9 —2.7 +19,2 
11.4 +6.7 -1.0 +171 +48.9 +2.6 +10.5 + 62.0 +51.9 —0.5 +51.4 
20.3 —4.0 +65 +22.8 +27.6 —1.4 +6.2 +32.4 +26.6 —4.9 +21.7 
1.2 -1.9 +4.6 +53.9 +44.0 +16.6 +6.6 +67.2 +40.5 —1.2 +41,7 
70.0 —69.6 —423.1 +1,077.3 +1,745.2 -—469.9 +432.9 +1,708.2 +2,687.0 —580.6 +2,106.4 
79.0 —355.9 +401.9 +1,676.2 +2,543.0 —537.6 +2,005.4 


SOG 2395.18 41,032.37 + 1,630.2 


Including errors and omissions. 


States banking system began to experience 
beginning in February 1968.* This crisis no doubt 
also helped to make it more difficult for Latin 

erica to obtain short-term credit from United 
States banks. 


The restrictions imposed on exports of capital 
by the United States in 1968 were extended to the 
pital flows of private United States investment. 
owever, the picture is rather more compli- 
ted, since the restrictions are not incompatible 
vith an increase in United States investment in 
tin America, provided it is financed by trans- 
fers from other capital markets, mainly by means 
f the Euro-dollar. 


In any event, this all indicates that there has 
been an expansion in the inflow of capital from 
non-traditional sources, and consequently an 

creasing tendency in Latin American external 

ancing to look away from the United States 
towards Western Europe and, to a lesser extent, 
towards the COMECON countries. 


§ See The Chase Manhattan Bank, N.A., Business in 
of (New York, December 1968). 
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The significance of these changes will be more 
readily appreciated in the following sections, 
which examine each of the main components of 
the flow of foreign non-compensatory capital. 


(iii) Direct investment. During the current 
decade, direct investment, which comprises both 
the new capital invested in enterprises in Latin 
America and the capital reinvested by existing 
enterprises, has fallen below its level in the nine- 
teen-fifties. During the period 1960-66, for 
example, average annual direct investment 
amounted to some 390 million dollars, ranging 
from a low of 221 million dollars in 1962 to a 
high of 580 million in 1966. It fell to 474 million 
dollars in 1967 but then recovered in 1968, 
amounting, according to preliminary estimates, 
to at least 580 million dollars, although this 
figure is probably an under-estimate since, owing 
to the difficulty of obtaining complete infor- 
mation at the present stage, it is necessary to use 
indicators covering only a part of the region, and 
the much higher increase to which calculations 
on this basis would give rise cannot be taken for 
granted. 


Table 65. Main sources of net inflow of long-term 
loans to Latin America, 1966-68" 


(Millions of dollars) A 
1966 1967 1968 
International institutions 381.6 352.5 388.7 
IBRD group . 206.2 159.8 148.0 
LB ; 5 s  hTS4 19D 7 22987. 
United States Government. 427.9 392.5 348.0 
Toray from official sources 809.5 745.0 736.7 


(Private United States banks) (150.0) (120.0) (105.0) 
(Other sources) ° . (—90.0) (220.0) (618.0) 
Tora long-term loans 869.7 1,085.1 1,460.0 


Sources: IBRD group: 1966 and 1967, Statement of Loans; 
1968, estimates based on information in International 
Monetary Fund, International Financial Statistics. IDB: 
1966-68, Statement of Approved Loans. Includes funds 
administered by IDB for various Governments. United States 
Government: 1966 and 1967, EXIMBANK, Statement of 
Loans and Authorized Credits, and AID, Status of Loan 
Agreements (and for credits under United States Public Law 
480). Operations Reports. The data for 1968 is based on 
information covering part of the year contained in these 
documents. Private United States banks: Information on 
underwritings and credits taken from the international press 
and statistical tables of the International Monetary Fund, 
Balance of Payments Yearbook. This information is con- 
sidered a preliminary estimate. 

* Provisional estimates. 

> Calculated residually. 


Whatever the actual figures, it is patently 
obvious that direct investment increased con- 
siderably during 1968. Viewed from Latin 
America, this is attributable to new investment 
in mining in Chile, the sustained growth rate in 
Mexico, the economic recovery in Argentina, 
Brazil and Colombia and, no less important, the 
expansion in Latin America of the world-wide 
practice of the purchase of established enter- 
prises in developing countries by international 
investors.° 


With regard to sources of financing, the invest- 
ment of United States enterprises operating in 
Latin America increased by some 20 per cent 
during 1968, according to estimates based on 
information relating to five hundred such enter- 
prises supplied to the United States Department 
of Commerce in June 1968 and covering antici- 
pated expenditure on plant and equipment during 
that year.” The main increases probably came in 
mining (approximately 38 per cent), including 
both the extraction and refining of ores and, 


® Until recently, there were regulations hampering or 
prohibiting the purchase of established enterprises in 
the industrialized countries only, those adopted by Japan 
(of a general nature) and Sweden (prohibiting foreigners 
from acquiring an interest in banking institutions) being 
particularly worthy of mention. More recently, a number 
of developing countries have adopted similar regulations, 
including some Latin American countries in 1968. 

10 See United States Department of Commerce, Survey 
of Current Business (Washington, September 1968), p. 
17 et seq. 
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because of the diversification of their assets, 
in the metal-transforming industries. Although 
to a slightly lesser extent, petroleum enterprises 
probably increased their investment as well, 
owing to the rate at which operations are pro- 
ceeding in Colombia and Ecuador and their 
growing share in the establishment of the petro- 
chemicals industry in Latin America. Investments 
by manufacturing enterprises grew comparatively 
little, by some 10 per cent, while the rate of 
investment was even lower in agricultural enter- 
prises, public services and, among “‘miscellaneous 
services’, hotels. 


In early 1968, the United States Government 
instructed United States enterprises operating 
internationally to limit their investment in Latin 
America—among other developing areas—to 
110 per cent of their average 1965-66 level. 
Since such investment had increased consider- 
ably in 1967, it was expected that in 1968 the 
result would be a reduction in the flow of direct 
United States investment rather than an increase. 
As can be seen, industrial enterprises and most of 
the non-classified enterprises seem to have com- 
plied with the instructions. 


This was not the case, however, with enter- 
prises operating in different continents. They 
were authorized to offer loans abroad but were 
obliged to repatriate almost two thirds of the 
resulting profits. These enterprises made ample 
use of facilities for offering loans abroad, since i 
is clear that their operations formed the major 
part of the growth of the international Euro- 
dollar market in 1968.1? It is doubtful whether 
these credits created capital flows to Latin 
America, but this may not be true of remittances 
of profits. 


The Euro-dollar or Euro-bond market is 
genuinely international, since it is not con- 
trolled by the monetary authorities of the 
developed countries. The Euro-dollar consists of 
dollar assets held by natural or legal persons not 
resident in the United States, which includes 
subsidiaries, affiliates or agencies of United 
States enterprises abroad. If these entities retain 
their assets outside the United States by, for 
example, transferring profits to Latin America, 
the assets continue to be Euro-dollars. On the 


1 The enterprises are classified by the United States 
Department of Commerce according to their principal 
activity in the United States. Foreign subsidiaries operat- 
ing in other fields of activity are listed under the activity of 
the parent enterprise. ; 

12 According to statements by the Director, Office of 
Foreign Direct Investment, United States Department of 
Commerce, published in the Jnternational Hera 
Tribune (Paris, 10 December 1968), the amount owed t 
United States enterprises totalled 2,500 million dollars. 
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other hand, if they are returned to the United 
States they become United States dollars. While 
the currencies of the industrialized countries 
are fully convertible, the debts being con- 
tracted in Euro-dollars by enterprises are sub- 
stantial. Transfers between subsidiaries would be 
a precautionary measure, since it must not be 
forgotten that the United States, France and the 
United Kingdom have been forced to establish 
regulations restricting the movement of private 
capital and, hence, its convertibility. 


There is, therefore, a probability that a part of 
the profits that should have been returned to the 
United States helped to finance direct United 
States investment in Latin America in 1968. This 
conclusion seems to be borne out by the amend- 
ments introduced into the regulations by the 
United States Department of Commerce in 
November 1968, which are mainly designed to 
prevent United States enterprises, particularly 

e petroleum companies in the Middle East, 
from engaging in accounting practices with 
respect to certain components of their profits 
St had unfavourable effects on the United 


States balance of payments. The new system of 
calculation will mean that the figure for direct 
mvestment abroad will rise from 2,650 million 
dollars in 1968 to 2,900 million in 1969; however, 
as stated by one of the Under-Secretaries of the 
Department of Commerce,?* the difference 

tween the two figures would represent the 
larger inflow in respect of remittances of profits 
to the United States. 


However, it was not only United States enter- 
rises that helped to increase direct investment 
n Latin America in 1968, as European, Canadian 
d Japanese capital also made a substantial 
ontribution. All that the available data show, 
ough, is that the flow of direct investment 
nereased appreciably during the year and that it 
as channelled mainly into manufacturing. 


In the case of Western Europe, the two most 
bvious factors underlying these increases are 
© movements of capital out of the area in 1968 
d the expanding trend of German and Italian 
sompanies. As regards the first factor, the United 
states balance of payments showed a surplus in 
968, largely owing to the purchase of shares in 
Jnited States enterprises by private European 
nvestors, to a value that has trebled since 1967. 
Jp to November 1968 these purchases amounted 
1,980 million dollars, and they were probably 
»ver 2,200 million dollars by the end of the year. 
[hese movements show that there is a large stock 


13 This information is taken from the International 
Terald Tribune (Paris, 15 and 17 November 1968). 
he Under-Secretary concerned was Mr. J. W. Bartlett. 


of private European capital ready to leave 
Europe.* 


The second factor, i.e., the expanding trend of 
European enterprises, was intensified in 1968, 
for reasons connected with the balances of pay- 
ments of the Western European countries. 


The growth of the Western European econo- 
mies and their grouping in multinational markets 
have made it possible to remodel enterprises or 
establish new ones whose scale of operations 
goes far beyond the limits of each country.*§ 
On the other hand, these companies’ prospects of 
extending their operation to other industrialized 
countries are blocked by economic factors or by 
institutional restrictions on the entry of capital, 
as in the case of Japan?* and the COMECON 
countries. This situation has also given rise in 
recent years to a larger flow of investment into 
Latin America, as may be seen from the number 
of subsidiaries of European companies establish- 
ed in various countries of the region. 


This trend was intensified in 1968, partly as a 
result of the incentives for private investment 
abroad provided by the Governments of the 
Netherlands, Italy and the Federal Republic of 
Germany, whose currency was considered to be 
under-valued in relation to the international 
monetary system. These incentives included 
official credit and guarantees for companies 
investing abroad, and the establishment of special 
institutions to support direct investment in other 
countries. The first of these institutions is the 
Netherlands company for financing projects in 
developing countries, which, according to the 
bill submitted to Parliament by the Netherlands 
Government, is to be a semi-public enterprise 
for the promotion of Netherlands private invest- 
ment in developing countries. Naturally, these 
measures have so far had only a limited in- 
fluence in promoting direct investment in Latin 
America, but presumably the effects will be felt 
more strongly in the near future.?” 


14 For example, foreign investment in Japanese 
securities has been exceptionally high since March 1968, 
standing at an estimated 500 million dollars. 

18 The establishment of “‘conglomerates”’ is encouraged 
by the governments of industrialized countries, usually as 
a means of resisting the trend towards foreign take-overs 
of existing companies and of enabling them to expand on 
an international scale. 

16 Since 1967, however, the Government of Japan has 
permitted foreign investment in a limited number of 
industries, in line with OECD resolutions. Present restric- 
tions in the case of the manufacture of vehicles, electronic 
computer systems and equipment for the petrochemical 
industry will remain in force until 1972. 

17 Tn the case of Asia, the Private Investment Company 
for Asia (PICA) has been set up with the participation of 
120 important companies in the United States, Japan, 
Europe, Canada and Australia. 
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(iv) Long-term loans. During the nineteen- 
sixties, the main form of external financing in 
Latin America has been long-term autonomous 
credit. This situation persisted in 1968 since, 
despite the increase recorded in direct invest- 
ment, the net value of this capital amounted to 
1,460 million dollars. This is the peak figure for 
the decade and represents a steep rise in relation 
to the 1967 figure of 1,085 million dollars. 


Part of the information available is expressed 
in net terms of net balances, but it can be said that 
in 1968 there was no change in the characteristics 
of the disbursements and amortization of those 
loans compared with previous years. Dis- 
bursements pursued an upward trend, following 
an annual pattern of expansion and sharp 
contractions. In contrast, amortization payments 
rose steadily, although there was some irregu- 
larity resulting from refinancing operations, 
when they were partially transferred to the com- 
pensatory capital account. In 1968, refinancing 
operations amounted to a relatively small figure 
compared with previous years; consequently, the 
net figure mentioned above was the result of 
sizeable increases in both disbursements and 
amortization payments in respect of long-term 
autonomous loans, which has an important 
bearing on operations in the near future. 


Since in most of the Latin American countries 
the private sector cannot contract external debts 
unless they are guaranteed by the public sector, 
there must have been a fresh increase in the 
region’s guaranteed public external debt. More- 
over, the available indicators point to a re- 
duction in the maturity period, as financing has 
been drawn less and less from the official sources 
of capital that have predominated in recent 
years and more from other sources which impose 
shorter maturity periods. 


The United States Agency for International 
Development, the World Bank Group and the 
Inter-American Development Bank, which are 
the main sources of the first type, contributed less, 
in fact, in 1968 than the European, Canadian and 
Japanese institutions that supply export credit. 
The latter, as part of an active policy of stepping 
up exports, have improved their credit terms for 
Latin America, but this improvement seems to 
have affected interest rates and grace periods 
rather than the average maturity period, which is 
regulated by agreements to which only the 
industrialized market economies are parties. 


There has been no such improvement in the 
terms granted by the first group of sources. AID 
has maintained the interest rates of 2 and 2.5 
per cent imposed in 1967 for the periods of grace, 
and loans must be repaid in dollars. The com- 
mission and interest liable on credits granted by 
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IDB against its Fund for Special Operations have 
been 3 to 4 per cent, while those charged against 
its regular resources are 7.75 per cent. IBRD 
has raised its interest rate and commission to 6.5 
per cent. There is a marked contrast between 
these sources and the institutions encouraging 
the expansion of exports, including the United 
States Export-Import Bank, which have lowered 
their rates of interest and commissions (the 
latter to 5.5 per cent). 


The World Bank Group and IBD have not 
received the same preferential treatment in 
securing their resources as the institutions 
granting export credit; they therefore have had to’ 
charge higher rates of interest on loans to 
Latin America than those payable on expome 
credit or bilateral development loans. 


Lastly, it should be noted that, thanks to the 
high liquidity of world capital markets and the 
satisfactory credit which several Latin American 
countries have succeeded in establishing, it 
has been possible for Latin American 
governments to continue to sell their bonds on 
those markets. If the long-term operations with 
banking consortia carried out by the Mexican 
petroleum enterprise (Petrdleos Mexicanos— 
PEMEX) are included, and some of the loans. 
which in practice constitute refinancing are 
excluded, bond sales stood at over 180 million 
dollars in 1968. Moreover, some of those bonds 
were sold on the Euro-dollar market, to which the 
Latin American countries are having considerable 
recourse for the first time. 


Loans from the World Bank Group. Dis- 
bursements of loans for projects, such as those 
granted by the World Bank Group, are mai 
subject to the loan agreements concluded duri 
the last four years. In this respect, the loans 
authorized in 1968 have had little influence a 
the flow of capital from the Group to Latin 
America, which has followed the conservative 
lines characterizing the Group’s disbursements 
since 1963. Amortization payments, on the 
other hand, have continued to rise steadily; 
consequently, on the basis of incomplete data, it 
is estimated that the Group’s net contribution of 
capital to Latin America has declined for 
third year in succession. 


IDB loans. For an institution which only 
began operating in the present decade, IDB 
has a considerable volume of authorized credii 
which it has not yet been able to disburse, as it i 
earmarked for specific development projects. 
disbursements are therefore pursuing the fairly 
rapid upward trend which they have bee 
following since their decline in 1965. In 196 
they totalled 292 million dollars, which represente¢ 
a rise of 22 per cent over 1967 and 50 per cen 


over the year before the decline. On the other 
hand, Latin America’s amortization payments 
have climbed to 63 million dollars, or 35 per cent 
higher than in 1967 and 7.4 times higher than in 
1964. The net movement of capital has accord- 
ingly been 37 million dollars more than in 1967, 
a sum that will probably be insufficient to offset 
the rise in interest which the Latin American 
countries are charged by IDB, i.e., a total of 39 
million dollars in 1967. In actual fact, if amortiza- 
tion and interest are taken into account, IDB’s 
net capital contribution has remained constant 
since 1964. 


| United States Government loans. A dual 
Situation arises in connexion with United 
States remittances of capital to Latin America. 
The annual law on foreign aid takes into account 
only part of the United States assets and 
liabilities vis-a-vis the developing economies. 
Eximbank operations, which have reflected 
negative balances for Latin America since 1964, 
are not officially covered by this law. This dual 
situation distorts, at the level of the region and, 
in particular, of the individual countries, the 
conception of “aid” that is adopted for the 
sredit granted by AID since several countries’ 
valance sheets of assets and liabilities with res- 
ect to the two institutions show net outflows 
of capital. 

This situation persisted in 1968, since the pre- 
iminary data available show that several 
rountries still have negative balances with 
Eximbank, resulting in a negative balance for the 
‘egion as a whole similar to that recorded in 
1967. AID disbursements, most of which are for 
»rojects, were affected by the cut-back in the 
funds requested by AID from the United States 
Congress for loans under the programme of the 
\Alliance for Progress. Although AID requested a 
larger sum for the 1968 financial year than for the 
brevious year (533 as against 455.3 million 
lollars respectively), the constant reductions in 
he budget estimates for foreign aid since 1964 
‘the amount requested in that financial year was 
}50 million dollars) have had its effect on the 
joans contracted and the relevant disbursements. 
(he latter dropped from 425.3 million dollars in 
|964 to 321.6 million in 1967 and, judging from 
jhe figures up to September 1968, the decline has 
jontinued. The value of net disbursements for 
jhe past year will probably be a little over 300 
nillion dollars, since Latin America’s amortiza- 
jion payments to AID, although still small are 
lising steadily. 

| If sales of agricultural surpluses on credit are 
jacluded, the gross and net figures for long-term 
ans from the United States Government to the 
jatin American countries declined in 1968. It 


might be added that dollar transfer payments 
also decreased, in line with the slash in the 
Federal budget estimates for this purpose. 

Long-term loans from Western Europe. In 
1968 the industrialized economies of Western 
Europe redoubled their efforts to increase ex- 
ports. To this end, they adopted measures to en- 
courage the outflow of capital, and offered more 
favourable export credit terms to the developing 
countries to enable them to purchase more than 
their current import capacity could sustain. It 
would take too long to list all the incentives 
provided for this purpose. Suffice it to say that 
interest rates on export credit have been reduced 
or kept below the rates for national and intra- 
European credit. In many cases the capital of 
institutions granting such credit has been in- 
creased, and tax incentives for investment cal- 
culated to step up exports have sometimes been 
offered. These advantages continued to be ex- 
tended even by countries whose balance of pay- 
ments has been under considerable pressure, as 
shown by the fact that France increased its 
foreign aid in 1968. 

This group of measures must have had a 
highly favourable effect on capital flows to Latin 
America, although there are no precise data 
available to assess their volume. 


(c) The world economy and the demand for 

exports in Latin America 

The rapid growth of most of the Latin 
American external sector during 1968 reflects the 
much more positive performance of the world 
economy and world trade during the year. 

According to data which are as yet incomplete, 
the growth rate of industry in the developed 
countries was close to 6 per cent, substantially 
higher than in 1967, while their exports rose by 
some 13 per cent. In both cases, the main body of 
the increase came in the second half of the year 
and in most of the industrialized areas and 
countries. 

The United States emerged from the relative 
stagnation which had characterized its industrial 
growth and foreign trade in 1967. Together with 
an increase of 9 per cent in exports, and the 
placing of government controls on investment 
abroad, this led to very substantial changes in 
the country’s balance-of-payments position. 
Despite a tremendous leap in imports (of 
approximately 24 per cent), the United States is 
estimated to have closed its financial transactions 
with a surplus on its balance-of-payments, in 
contrast to the deficit of some 3,500 million 
dollars recorded in 1967. 

The member countries of the European 
Economic Community increased their imports by 
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slightly more than 12 per cent and their inter- 
national reserves decreased, although the Federal 
Republic of Germany, in particular, increased 
its holdings and expanded its imports by some 16 
per cent. At the same time it achieved a surplus 
on its trade balance, and speculators converted 
other currencies into German marks in antici- 
pation of a possible revaluation.?* 


This speculation particularly affected France, 
whose economy was so weakened as a result of the 
social unrest of May and June, and in those 
months industrial production plummeted below 
its 1963 levels, althoughit subsequently regained its 
normal tempo. Despite a loss in international 
monetary reserves estimated at some 2,800 
million dollars, it was decided not to devalue the 
franc and an austerity programme was instituted, 
comprising a reduction in public spending, and 
an increase in taxation, exchange and monetary 
controls, and wage and price controls. In the 
circumstances, there was a 12 per cent increase 
in France’s imports. 


Industry in the United Kingdom, on the other 
hand, recovered from its stagnation of the 
previous year, although policies to establish 
equilibrium in external commercial and financial 
transactions encountered serious difficulties. In 
the course of 1968 imports and exports rose by 
7 per cent compared with 1967. The trade balance 
for the year showed a deficit of 1,900 million 


18 In actual fact, the mark was not revalued; instead, 
taxes on exports were raised by 4 per cent while taxes on 
imports were simultaneously reduced by the same 
amount, controls were imposed on transfers of foreign 
exchange, and foreign currency on deposit in German 
banks was frozen to prevent further speculative buying 
of German marks. , 


Table 66. Variations in current value of world exports, 1962-68 
(Cumulative annual rates) 


World. A 

Developed countries 

Developing countries . 

Countries with ga, planned 
economies* 

United States 

Latin America 

Western Europe . 

European Economic Community? 

European Free Trade Area® . 5 

Other countries of Western Europe 

Japan . ; 4 3 

Eastern Europe 


{ 
dollars, the highest figure since 1961, and was 
accompanied by a decline in the country’s inter- 
national monetary reserves. Accordingly, in 
November 1968, further restrictions were im- 
posed on imports, and taxes on certain con- 
sumer goods were increased. 


Japan’s economy. continued its rapid ex- 
pansion, and stepped up its imports by more than 
11 per cent during the year. Similarly, Canada’ s 
imports increased by about 14 per cent. 


As a result of the above trends, there was ; 
marked increase in the volume of world exports, 
which grew by 11 per cent, more than twice the 
rate achieved in 1967 (see table 66). The largest 
relative increases were attributable to the 
developed countries, whose exports grew on the 
average by 12.4 per cent, with rates of nearly 10 
per cent for the United States and 11.8 per cent 
for Western Europe. In Europe the growth of ex- 
ports was particularly marked in all the EEC 
countries, reflecting the recovery of exports nd 
France (a growth rate of 11.4 per cent) a 
Belgium (16 per cent), and the continuation 0 
the high rates of growth of Italy (17.2 per cent), 
the Netherlands (14.5 per cent) and the Feder: 
Republic of Germany (14.3 per cent). Export 
from the member countries of the European Fre 
Trade Association (EFTA) grew by 8.3 per cen) 
as compared with 2.4 per cent in 1967. 


The vigorous growth of the developed coun 
tries’ exports was not matched by correspondin| 
growth in the exports of the developing coum 
tries. Although the former significantly in 
creased their imports, the increase was largel} 
accounted for by trade between the developec 
countries themselves, and hence the exports 6 


1962 1963 1964 1965 1966 1967 1968 
510°" 8:6) 12/6" 8:3 9 ee 4 ae 
Ss AO 1379.3 1014 eS eae 
ATP DSR S38 SEO 4S ae 

10:4 cer T.4) A867 20 6:8 ay 7 SiS 
3,0 (VTS 10014 A ha 3S A010.3) Aol Sle 
Self ec ASunilO:Ay G3 i Slee ODE say 
5.09) 9.212750 O92 a. ae 
ie 19,8. 15.31 12.00) 0 9,08 110, Ona 
49 816 9 "10.65 °°8:6" a2) me eee 
Toe 6.) 4 IAq IS 4S F652 era 

160" “10:8! 22:4 926.7" 157 "6:7 24 
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Source: United Nations, Monthly Bulletin of Statistics (June 1964, 1966, 1968 and 1969). 
* The Soviet Union and other Eastern European countries, mainland China, Mongolia, North 


Korea and North Vietnam. 


> Belgium, the Federal Republic of Germany, France, Italy, Luxembourg and the Netherlands. 
© Austria, Denmark, Norway, Portugal, Sweden, Switzerland and the United Kingdom. 
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he developing countries, especially those of 
atin America, did not expand so fast. As a 
esult, there were further changes in the share 
wf the various regions in world exports, with the 
leveloped countries once again strengthening their 
sosition in both absolute and relative terms. 


Figures for the first half of the year indicate 
hat Latin America’s share of world trade fell to 
}.1 per cent, compared with 5.5 per cent in 1967 
see table 67). Although sales to the United 
states were stepped up, Latin America saw its 
hare of the market shrink again to only 12.7 
er cent, thus intensifying a steady downward 
rend that has been apparent since 1962, when 
ts share was 21.2 per cent. Latin America’s share 
EEC and EFTA trade also declined in 
ibsolute value, while its share of Canadian and 
apanese trade increased slightly. 


_ This further decline is even more significant in 
‘lew of the fact that during 1968 prices for staple 
atin American exports improved slightly. The 
ice index showing the mean variation in prices 
or thirteen products—excluding petroleum and 
lerivatives but including the four major ores and 
everal temperate-zone and tropical-zone agri- 
ultural products—stood at 104.7 for 1968, taking 
963 as the base year, compared with 101.9 in 
967. The prices of cocoa, meat, cotton, sugar, 
opper and lead rose sufficiently to offset the 
iscriminatory treatment of bananas and wheat, 
a type coffee, wool, tin and zinc (see table 


| The prospects for prices in 1969 are somewhat 
‘neertain, although some estimates are available 
a world ‘production trends for certain products 
tom which prices may be deduced. For example, 
‘is anticipated that world sugar production will 
lse to nearly 68 million tons, i.e., two million 
dns more than in 1968, which is less than the 
«pected increase in consumption. This would 


create a deficit of some 3 million tons which 
might help to alleviate the serious problem of 
stock piles and to bolster the new minimum 
price for sugar fixed in the International Sugar 
Agreement. The coffee market is also likely to 
remain stable in 1969, since a contraction in 
supply is expected (Brazilian exports are esti- 
mated at some 6 million bags), despite the fact 
that stocks are sufficient to cover world con- 
sumption for a year. International prices forcocoa 
may rise even higher than in 1968, owing to the 
decline in the volume of the Ghana harvest, 
which is expected to amount to about 300,000 
tons, or 100,000 tons less than in 1967. Wheat 
prices are expected to follow their 1967 trend 
since the major exporting countries have con- 
siderably increased their stocks. The wool market 
seems to have recovered during the last quarter 
of 1968 and, since the pace of demand is expected 
to outstrip that of production, world wool prices 
may be expected to show an upward trend during 
1969. 


The following sections give a more detailed 
account of the main events in world trade in 
relation to each of the major Latin American 
exports. 


(i) Sugar. During the second and third quarters 
of 1968, free market prices for sugar dropped 
again owing to over-production in the world, 
but the situation took a sharp turn for the better 
in the last three months of the year after the 
signature of the new Sugar Agreement. On the 
United States market, however, prices moved up 
during the whole year (see table 69). 


The UNCTAD Sugar Conference aimed at 
steadying prices on the free market, where just 
under half total sugar exports are sold and prices 
have fluctuated wildly since the stabilizing mech- 
anism established by the international agree- 
ment of 1961 was abandoned. From then on 


Table 67. Latin America: share in world trade flows, 1962 and 1965-68 


Western Europe . 
European Economic Community* . 
\ European Free Trade Area” . 
Other countries of Western Europe 
Latin America 
Rest of world 


(Percentages) 
Country a 1962 1965 1966 1967 1968 
Share of world total . 6.5 6.0 eg a: 5.1 
Share in trade of: 
United States 21.2 16.7 15.8 14.4 12.7 
Canada 3.2 4.1 3.2 3.3 3.7 
Japan . 7.5 74 6.5 5.7 5.8 


5.0 4.3 4.2 4.2 3.7 
5.5 4.7 4.6 4.6 3.9 
4.5 3.8 3.6 3.3 3.0 
39 4.2 4.3 4.4 4.2 
TT 12.3 11.2 11.4 
3.6 3.6 32 3.0 2.8 


Source: United Nations, Monthly Bulletin of Statistics (June 1963, 1966, 1968 and 1969). 
* Belgium, the Federal Republic of Germany, France, Italy, Luxembourg. and the Netherlands. 
> Austria, Denmark, Norway, Portugal, Sweden, Switzerland and the United Kingdom. 
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Table 68. Latin America: prices of staple export products, 1964-68 
(Index: 1963 = 100) 


Product 1964 

Food, beverages and tobacco 107.4 
Tropical-zone products 107.0 
Sugar (free market) 69.3 
(United States market) 84.4 

Bananas 90.2 
Cocoa (Bahia) 87.2 
Coffee (Santos 4) 137.0 
(Manizales) 123.2 
Temperate-zone products . 109.6 
Beef . 118.8 

Wheat (Argentina) 105.0° 
Agricultural raw materials . 105.5 
Cotton (Matamoros SMI) 4 100.7 
Wool (Montevideo Super O’S) 110.8 
(Buenos Aires ssa 109.9 

Metals . . 116.7 
Copper (Chitean) 117.8 
Tin ; 136.2 
Lead 159.3 
Zinc... * 153.5 
Petroleum and petroleum products 94.2 

SUB-TOTAL, excluding petroleum 

and petroleum products 108.8 

TOTAL 103.9 


1965 1966 1967 1968 
99.3 96.2 91.9 93.7 
96.6 Co 8] 88.5 89.0 
24.9 PANE) 24.4 24.9 
82.5 85.4 89.1 92.3 
96.4 92.0 93.2 92:53 
63.8 86.8 99.2 124.2 
131.1 119.6 110.9 109.7 
UZZeS 119.7 106.1 107.5 
115.4 112.7 110.4 107.6 
130.4 122.1 118.1 121.7° 
98.1 101.2° 107,0° 98.4" © 
100.7 102.2 95.4 96.9 
98.3 96.2° 104.8 106.1 
82.9 9357 82.9 721 
90.1 84.0 55.6 54.3 i 
128.6 151.7 140.9 147.9 
136.0 185.6 169.9 182.7 
155.3 142.4 129.8° 124.7° 
181.5 150.2 127.6° 13TeTe 
147.1 132.8 126.4° 124.2° 
93.3 90.9 90.4 AN 
106.5 108.0 101.9 104.7 
101.1 101.3 97.2 #2 


Source: ECLA, Statistical Bulletin for Latin America, various issues. 


® Estimate. 
» Average for less than twelve months. 


© Prices have been adjusted to take account of the devaluation of sterling. 


Ss After May 1968, the figures correspond to the spot price on the London Metal Exchange. Fr 


quotations have fluctuated round 4.2 dollar 
cents per pound, but have also risen as high as 
12.3 and fallen as low as 1.13 dollar cents. 
Moreover, for the last three years prices have 
been lower than the production costs of the 
most efficient sugar producers The new agree- 
ment, signed in October 1968, comes into force 
at the beginning of 1969. Under the regulatory 
machinery it contains, the export quotas of the 
signatory States would be reduced by 10 per cent 
when prices fall below 3.5 dollar cents per 
pound, and by 5 per cent, subject to the Sugar 
Council’s approval, if they drop as low as 3.25 


Table 69. Sugar: world price trends, 1963-68 
(Dollar cents per pound and index: 1963 = 100) 


cents. The ceiling price has been fixed at 5.25 
dojlar cents. For their part, the importing a 
tries have undertaken not to buy sugar from no 
signatory countries at less than the floor price, 
It should be noted that neither the United Sta 
nor the European Economic ca 
countries have signed the agreement. This is n 
particularly significant in the case of the Uni 
States, which does not buy sugar on the fre 
market, but it may have important repei 
cussions in the case of EEC, which hopes t 
export more than a million tons in the neat 
future. 


oe J6 


1968 
1963 1964 1965 1966 1967 F a mm W Tear ( 
Free market ; 
Price 8.50 5.89 22 1.86 2.08 2.20 1.96 1.71 2.61 2.12 
Index 100.00 69.30 24.90 21.90 2440 25.90 23.10 20.10 30.71 24.94 
United States P 
Price 8.18 6.90 6.75 6.99 7.29 7.40 Tet 7.62 7.67 7.55 
Index 100.00 8440 982.50 85.40 89.10 90.40 91.80 93.20 93.77 92,30 


Source: United Nations, Monthly Bulletin of Statistics, various issues. 
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(ii) Coffee. Coffee prices remained fairly steady 
luring 1968, after dropping consistently since 
'964 (see table 70). They were probably influ- 
iced by the rise in demand in importingcountries 
is a result of the expectations aroused by the 
‘enewal of the International Coffee Agreement. 


In 1967/68, world production of coffee for 
‘xport amounted to 51.3 million bags, or 6.8 
nillion more than in the previous crop year, 
hus equalling the annual average for the first 
ive years of the present decade. It is estimated 
hat export production in 1968/69 will be 45.6 
nillion bags, that is, 5.7 million less. 

_ During the first nine months of 1968, world 
‘xports of green coffee were 41.7 million bags. 
[his is 9 per cent higher than during the same 
yeriod in 1967. In Brazil in particular, although 
he volume of production decreased, exports 
ictually rose by 13 per cent thanks to drawings 
yn stocks. At the same time, Brazil attempted to 
olve the problem of its non-exportable sur- 
‘uses by processing coffee. In 1968, nearly 
100,000 bags of green coffee were used to pro- 
luce soluble coffee, and it is hoped to raise this 
igure to 2.2 million in 1969. 
‘The European countries are taking an in- 
‘easing share of world imports of green coffee. 
n 1967 they bought 23.3 million bags, thus 
xceeding the United States total for the first 
ime since 1914.* 
In 1968 the International Coffee Council was 
nainly concerned with the extension of the 
nternational Coffee Agreement and the estab- 
ishment of annual quotas for the 1968/69 
\offee year. The new Agreement entered into 
orce on 30 December 1968. 
| The Agreement as renegotiated amended the 
962 Agreement in many important respects. 
| 


\nnex A, which fixes the basic quotas for the 
‘roducer countries, has been revised in the 
ght of the experience gained through the 


19 G. G. Paton & Co., Complete Coffee Coverage (3 and 


application of the earlier Agreement. A selec- 
tive system, a semi-automatic mechanism for 
adjusting export quotas in line with the rise or 
fall of market prices, is provided for. The 
system of control established by the Agreement 
has also been made more stringent in order to 
reduce the possibility of overstepping the quotas 
set. 


In order to achieve its purpose of balancing 
supply and demand over the long term, the 
Agreement has set production targets for 
1972/73, which had to be fixed for the exporter 
countries before 1 April 1969. Each exporter 
country is expected to gear its coffee policy and 
output to those targets. In order to assist the 
producer countries to reach them, a Diversifi- 
cation Fund has been set up to which the pro- 
ducer countries contribute 60 dollar cents for 
every bag of coffee exported to the specified 
markets over and above the cut-off line of 
100,000 bags a year. Their subscriptions would 
add up to some 30 million dollars a year at the 
least. During the five-year term of the Agree- 
ment, the producer countries will subscribe 
approximately 150 million dollars. The con- 
sumer countries can make voluntary contri- 
butions; the United States has pledged itself to 
provide 15 million dollars, and has also offered 
to match the contributions of the other con- 
sumer countries up to a maximum of 15 million 
dollars. 


The last important amendment is the in- 
clusion of the agreement between the Govern- 
ments of Brazil and the United States to pro- 
hibit discriminatory treatment by the member 
countries in favour of exports of processed 
coffee and against green coffee. This provision 
compelled Brazil to levy the same charges on ex- 
ports of green and soluble coffee. The Agree- 
ment also provides for arbitration by the Council 
itself to settle any disputes that may arise; 
unilateral action is permitted only if arbitration 
has failed and then only to neutralize the effects 
of the discriminatory treatment. 


Table 70. Coffee: world price trends, 1963-68 
(Dollar cents per pound and index: 1963= 100) 


1968 
1963 1964 1965 1966 1967 Yearl 
I II II IV paae a 
Price 
hintos 4 34.1 46.7 44,7 40.8 37.8 37.3 ys 37.4 37.6 37.4 
Manizales 39.6 48.8 48.5 47.4 41.9 Sot 42.6 42.9 42.9 42.6 
is Index 
jantos 4 100.05 9 21397206 13151 119.6 1109 1094 110.0 109.7 110.3 109.7 
\fanizales 1OO:0 Si 2822) 12235: ** 19:7. 106.1 106.3 107.6 108.3 108.3 107.5 


Source: ECLA, on the basis of the United Nations, Monthly Bulletin of Statistics, various issues. 


if 145 


At the Council meeting of August 1968, the 
annual quota for the 1968/69 coffee year was 
fixed at 47.8 million bags, that is, about the same 
as at the beginning of the previous coffee year. 
In view of the threatened port strike in the United 
States, a special reserve quota of 1.5 million 
bags was established for distributing if the 
average price rose to 37.40 dollar cents a pound 
or more. 


During that same meeting, the Council made 
a further cut of 75 dollar cents per pound in the 
price differential between the floor price for 
unwashed arabica, mainly from Brazil, and the 
ceiling price for African robusta. The differential 
was 3 dollar cents in 1966/67 and 1 dollar cent in 
1967/68. It is unlikely that the reduction will be 
followed by a marked increase in the sales of 
unwashed arabicas, since in 1967/68 the export 
quotas of the producers of robusta were raised 
automatically four times. 


(iii) Cocoa. In 1968 the price of cocoa rose con- 
siderably. During the year it averaged 24 per cent 
more than in 1963, and by the end of December 
it had struck a record for the last ten years 
(see table 71). Its upturn was largely due to the 
fact that demand outstripped production in the 
last three crop years, and stocks began to 
dwindle. If the 1968/69 crop is smaller than in 
the previous year, as the provisional estimates 
indicate, market prices may shoot up un- 
controllably. 


Table 71. Cocoa beans: New York prices for Bahia, 
1963-68 


ae per tees 1965 ci00 
1963 . 26.5 100.0 
1964 . 23.1 87.2 
1965. 16.9 63.8 
1966. 23.0 86.8 
1967 . 26.4 99,2 
1968 . 32.9 124.2 
Quarter 
1967) o--. : é 26.1 98.4 
he js - ‘ 255 96.2 
i. 5 5 ; 26.0 98.1 
Iv. A 5 H 27.8 104.9 
196S8o he, 5 a eles el Sen) 107.5 
1 ee 5 % 28.1 106.0 
ils 5 2 - 31.6 119.2 
EVO 3 : , 43.2 163 0 


Source: United Nations, Monthly Bulletin of Statistics, 
various issues. 


In 1967/68 Latin American production was 
278,000 long tons, or 30,000 tons less than in the 
previous year. Output in Colombia, Mexico 
and Venezuela was essentially the same as in 


1966/67, and rose by some 7,000 tons in Ecuado 
The decline was therefore due to the drop i 
Brazilian output. 


After five years of study and negotiation, it he 
not yet proved possible to conclude an inte: 
national cocoa agreement, although the probler 
that loomed largest in October 1967 have no 
been solved.” The idea of creating a buffer stocl 
which would buy or sell cocoa in accordance wit 
price levels, has been accepted. In addition, 
surpluses exceed 250,000tons, export quotas aret 
be introduced, which will drop gradually as price 
fall to a minimum of 187 pounds sterling per tot 
The conference between producer and consume 
countries held at Geneva in September 196 
tried to settle the differences of opinion by 
five-point negotiation package. The attemy 
broke down, however, mainly because Franc 
and the Ivory Coast refused to accept the aut 
matic suspension of the export quotas if the pric 
remains above the minimum for two weeks i 
succession. Both countries believe that as th 
price in question is an average, it should t 
possible to suspend the quotas even if the pric 
drops below the minimum at the end of th 
fortnight. Moreover, the disputes contin 
betweeen Brazil and the African countries r 
garding the abolition of the preferences that hay 
been granted by the European Economic Con 
munity to imports from the African Associate 
territories. 


(iv) Wheat. World output of wheat in 1967/¢ 
was about 272 million tons, or 10 million le: 
than the year before. Crops increased in tt 
main importing areas—the Soviet Union and tt 
European countries—this particularly affecte 
Canadian exports, but had less of an impact ¢ 
the other major exporters: the United State 
Australia, Argentina and France. The 1967/¢ 
harvest raised unsold stocks and surpluses of tl 
five principal exporting countries by about 3¢ 
million bushels, and they thus reached 1,5( 
million bushels by 1 July 1968, the unit pric 
being 15 to 20 dollar cents below the minimu: 
price stipulated in the new International Whe: 
Agreement.?! 


This agreement was ratified by the Unite 
States in June 1968, and later by the Unite 
Kingdom, the EEC countries and the Sovi 
Union. Thus it came into force on 1 July 196 
but the drop in prices owing to the increase i 
unsold stocks may well create serious difficulti 
in its implementation. 


20 “Economic Survey of Latin America, 1967’, op. ci 
p. 1-153. 

21 See “Economic Survey of Latin America, 1967 
op. cit., Part One, p. 161. 
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The 1967/68 harvest in Argentina is estimated 
to have been 7.3 million tons, or nearly | million 
tons more than in the year before. Quotations on 
the London market in 1968 fell below the levels 
reached in the two previous years, mainly be- 
cause of the accumulation of stocks in the major 
producer countries, particularly Canada. 


_ (v) Meat. World beef prices improved slightly 
in 1968, following the decline in the two pre- 
ceding years. 


One of the most significant developments in 
1968 was the entry into operation on 1 July 
of the common market for beef in the European 
‘Economic Community. The new system consists 
in: (a) the elimination of trade barriers between 
member countries, except on health grounds; 
(®) the establishment of common EEC market 
‘prices, guide prices and import prices, and of a 
‘common variable levy on imports from third 
(countries; (c) special measures covering imports 
‘of livestock for fattening; (d) new rules covering 
‘imports of frozen meat for processing and export; 
land (e) the introduction of export subsidies to 
make good the difference between EEC and 
\world market prices. From the point of view of 
the Latin American countries, the common 
market for beef imposes heavy taxes on its meat 
xports, which could otherwise enter the market 
{much lower prices than those of the EEC local 
roduction. However, there is still a shortfall 
fsome 150,000 tons annually in the Community, 
per cent of which consists of various types of 
frozen meat for processing, whose importation 
‘is governed by special regulations; according to 
these rules, certain quantities of frozen meat are 
iodically imported for processing free of all 

larges except the normal customs duty of 20 
per cent ad valorem. 


As regards other markets, since 1 June 1968 
United States requires every delivery of meat 
om Argentina to be accompanied by a certifi- 
ite stating that it has been examined and that the 
|quantity of pesticide still in it does not exceed 
l€ amount authorized by the Food and Drug 
\ct. Despite this restriction, imports of Argen- 
ne meat in 1968 were not affected to any notable 

nt. As far as Canada and Japan are con- 
Bcd, neither holds out any prospects of a 
Tapid increase in demand. 


_ The United Kingdom suspended imports of 
irgentine beef from October 1967 to April 1968 
ause of the outbreak of foot-and-mouth 
ase in the United Kingdom. During that 
iod, only frozen and canned meat was sold to 
ne supermarkets. Subsequently, Argentina 
ted on fixed prices on the basis of con- 

with supermarkets and chains of res- 
ants, in place of the old system based on 


constantly fluctuating market prices. It is also 
endeavouring to sell more cuts and prime meat 
at higher prices instead of whole animals. More- 
over, Argentina has continued its campaign 
against foot-and-mouth disease by applying 
strict controls and penalties in order to enforce 
compulsory inoculation. 


(vi) Cotton. In 1968, world cotton prices 
(Matamoros SMI) reached their highest level 
since 1963 (see table 72). Stocks also declined at 
the end of the 1967/68 harvest, largely because of 
the diversification policy followed by the United 
States. 


Table 72. Cotton: recent price trends for 
Matamoros SMI, 1963-68 


Year peer | 1963 ci00 
1963 . 29.3 100.0 
1964 . 29.5 100.7 
1965. 28.8 98.3 
1966. 28.2 96.2 
1967 . : 30.7 104.8 
1968S: 7 , , 32.3 110.2 
Ting? ; . : 32.1 109.6 
I. if . : 30.8 105.1 
Iv . i : 3 29.0 99.0 
Average 1968 31.1 106.1 


Source: United Nations, Monthly Bulletin of Statistics, 
various issues. 


The increase in cotton consumption in 1967/68 
(about 600,000 bales) was observable in the 
developing and socialist countries, since com- 
petition from man-made fibres continued in the 
United States and Western Europe. This problem 
was considered at the plenary meeting of the 
International Cotton Advisory Committee, held 
at Athens early in June 1968, at which measures 
were studied for promoting the consumption of 
cotton. 

An increase is expected in the 1968/69 crop, 
with the stimulus of better prices and an ex- 
pansion of the area under cultivation in the 
United States. In Latin America, the 1967/68 
cotton crop was somewhat larger than the year 
before, but was still one million bales below the 
1965/66 harvest. The largest increase was in 
Brazil, where output came close to the record 
figures for 1965/66, while in Mexico it dropped to 
the lowest level in the past six years. Further- 
more, the relatively high level of exports caused 
stocks to decline. 

(vii) Wool. World prices of wool underwent a 
further decline in 1968, owing mainly to the con- 
tinued contraction of world demand (see table 
73). The seven principal consumers recorded a 
total consumption of 687,700 tons in 1967, a 
reduction of 12 per cent with respect to the 
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Table 73. Wool: Boston market prices, 1963-68 
(Dollar cents per pound of wool, clean basis; index: 1963= 100) 


1963 1964 1965 


1968 


1966 1967 


iON TIP = 278 Pike 
Montevideo Super 0's 
Price 111.0 123.0 92.0 104.0 92.0 79.0 79.0 79.0 83.7 80.0 
Index . : . 1100.0.110:8 82.9 93:7 82:98 971.2 971.25) TL.2a75 4a 
Buenos Aires 40/36’s 
Price i 81.0 89.0 73.0 68.0 45.0 42.0 42.0 45.0 480 44.0 
Index 100.0 109.9 90.1 840 55.6 51.9 51.9 55.6 59.3 54.3 


Source: United Nations, Monthly Bulletin of Statistics, various issues. 


previous year. In contrast, world output from 
the 1967/68 wool clip was exceptionally high and 
stocks rose sharply. 


The persistent decline in consumption was 
mainly due to competition from man-made 
fibres, as is clearly observable in the United 
States market; the share of man-made fibres in 
the United States’ total consumption of textile 
fibres climbed from 29 to 47 per cent, whereas 
that of cotton shrank from 65 to 49 per cent, and 
that of wool from 6.4 to 3.5 per cent. This 
situation affected Latin America’s exports to its 
most important market, particularly for fine 
wool. Thus, sales of wool for clothing to the 
United States dropped by one third in 1967, 
the countries mainly affected being Argentina and 
Uruguay; in addition exports of Argentine wool 
for carpet manufacture declined by 23 per cent. 


Preliminary estimates indicate that world out- 
put in 1968/69 will be 5,950 million pounds of 
virgin wool, i.e., 1 per cent more than the pre- 
ceding year. Among the major producers, pro- 
duction increases are expected in Australia, New 
Zealand and the Soviet Union, which will more 
than offset possible decreases in Argentina and 
Uruguay.?* World market prospects for 1968/69 
seem to be improving, although the possible re- 
covery of consumption may be counterbalanced 
by the high level of stocks in producer countries. 


(viii) Copper. Quotations for Chilean copper 
rose 7.5 per cent in 1968 compared with their 
level in 1967; virtually the whole increase was 
recorded in the first quarter of 1968, as a declin- 
ing trend set in later. These price trends were 
closely linked to the world market position, 
which in turn depended heavily on the United 
States market. In this respect, the outstanding 
development was the copper strike in the United 
States, which lasted eight months—up to April 
1968—and caused production losses of about 1.35 
million tons; the result was a substantial in- 


96s) Wool Intelligence and Fiber Supplement (September 
1968). 


crease in imports (which have doubled in volun 
since 1967, and trebled since 1966). 

When the United States strike ended, tl 
declining trend in prices was partly offset by th 
need to build up stocks in both Europe and th 
United States. The future stability and firmne 
of the market, however, continued to deper 
mainly on demand, so that both the impo 
restriction policy of the major consum 
countries and the end of hostilities in south-ea 
Asia could have important repercussions. (TI 
proportion of copper used n the United Stat 
for military purposes is estimated at 22 per ce 
of the average consumption of refined copper.) 

Copper production in Chile was affected t 
the water shortage, which reduced activities — 
the El Teniente mine. However, the return © 
normal operations on the London copper mark 
and the more normal relation between sp 
prices and prices for futures enabled Chile to u 
the spot quotation as a reference price in its sal 
of copper as from 31 May 1968. This system w. 


Table 74. Tin, lead and zinc: recent price trends, 
1964-68 
(At 1968 prices: index: 1963= 100) 


Year Tin Lead Zine 
1964 136.2 159.3 153.5 
1965 155.3 181.5 147.1 
1966 142.4 150.2 132.8 
1967 129 2 127.6° 126.4 
1968 124.7 IST 124.2? 
Quarter 
1967 I 132.0 127.9 132.4 
Il 134.0 130.3 129.4 
il 131.9 131.9 126.0 
IV 1201 120.3" 117.6 
1968 =I 124.4 130.1° 123.23 
II 123.4* 135.8* 122.9 
Il 127.55 142.9* 125.5 
IV 128.7° 142.4° 124.7! 


Source: United Nations, Monthly Bulletin of Statist 
various issues. 

* Prices have been adjusted to take account of the deva 
ation of sterling. 
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adopted by the major copper producers and made 
it possible in some degree to eliminate prior 
speculation, which consisted in buying copper 
futures and later reselling at very much higher 
spot prices. 


(ix) Other metals. World tin and zinc prices 
dropped in 1968, thereby pursuing the declining 
trend recorded in the two previous years. In 
contrast, world lead prices rose by 7.9 per cent 
compared with the year before (see table 74). 


After the gold market was regulated by the 
Central Banks of the major industrial countries, 
there was less speculation in basic metals, and 
tin prices declined. Although total consumption 
of tin seems to equal or slightly exceed the free 
market supply, the International Tin Council 


repeatedly had to adopt measures to maintain 
prices; thus, purchases for the buffer stock, 
mainly on the London Metal Exchange, raised 
the Council’s stocks to nearly 10,000 tons. 
Further, in September 1968, the Council reduced 
the export quotas allocated to the major world 
producers—Malasia, Thailand and Bolivia—in 
order to stabilize prices. The latent instability of 
the tin market is explained by the relatively 
rapid growth of production (up 20,000 tons in 
three years) and the likelihood that the United 
States will sell part of its strategic reserves. 
Although the United States has not sold any of 
its reserves in the last fifteen months, the 
Government announced on 27 March 1969 that 
it would be reducing them from their present 
level of about 60,000 tons. 
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Chapter II 


ECONOMIC TRENDS BY COUNTRIES 


Argentina 
RECENT ECONOMIC TRENDS 


In 1968 Argentina’s gross domestic product 
increased by about 4.8 per cent, thus emerging 
from the stagnation of 1966 and exceeding its 
growth rate of 1.8 per cent in 1967. 


Several features clearly distinguish the econo- 
mic trends in 1968 from those in the previous two 
years. For instance, while the sluggish growth in 
1967 was characterized by an increase in agri- 
cultural production and a decline in industrial 
activity, the position was reversed in 1968: the 
agricultural product dropped by 4.8 per cent and 
urban activities expanded significantly, with an 
increase of nearly 8 per cent in manufacturing and 
more than 20 per cent in construction (see table 
75 and figure IV). 

Total consumption expanded by about 4.7 
per cent owing to an upturn in private consump- 
tion, since government consumption, in real 
terms, remained fairly stable. On the other hand, 
investment went up by 14.6 per cent, most of the 
increment being accounted for by construction 
(14.8 per cent in private construction) and in 
particular by the expansion of public works (42 
per cent). Investment in equipment rose 8.9 per 
cent, largely as a result of government purchases 
under the public investment plan, notably of 


Table 75. Argentina: annual growth rate of the gross 
domestic product by sector of economic activity, 1960-66, 
1967 and 1968 


Sector 1960-66 1967 1968 
Agriculture 2.3 3.6 —4.8 
Mining. is 8.4 9.6 9.9 
Manufacturing 43 — 7.9 
Construction . —0.5 8.6 23.6 
Goods . 3 ‘ ‘ 3s, 24 4.6 
Electricity, gas and water 11.0 1? 7.6 
Transport and’'communications 2.8 0.8 6.4 
Basic services . : 2 4.2 2.1 6.7 
Commerce and finance . 2.6 1.2 4.8 
Government . F 1.5 1.0 0.7 
Miscellaneous services 1.4 Shi eRe) 
Other services ; ; eee 0.8 4.4 

Growth rate of the total product 3.0 18 48 


Source: Central Bank of Argentina, provisional figures. 
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imported equipment, which increased by mor 
than 12 per cent. In this process of rising invest 
ment over the past two years, it will be noted tha 
the principal channel for the reallocation o 


Figure IV. Argentina: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 


Annual growth rates 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


ey. Natural scale 
Millions of dollars 
at current prices 


1800 EXPORTS OF GOODS 
AND SERVICES 
1600 
1400 
TS imports oF Goons 

1200 AND SERVICES 
1100) 

600 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 


Table 76. Argentina: total supply and demand, 1960 and 1966-68 
(Thousands of millions of pesos at 1960 prices) 


Percentage annual growth rates 


1960 1966 1967 1968 

1960-66 1967 1968 

Total supply . ; 1,075.3 1,262.6 1,285.1 1,342.6 2d 18 4.5 
Gross domestic product 961.2 1,150.7 1,171.4 1,227.3 3.0 1.8 4.8 
Imports of goods and services 114.1 111.9 113.7 115.3 -0.3 1.6 1.4 
Total demand 1,075.3 1,262.6 1,285.1 1,342.6 2 18 4.5 
_ Exports of goods and services 102.5 144.0 14277) 135.6 5.8 -—0.9 5.0 
Total investment 218.3 201.5 210.6 231.7 —1.4 4.5 10.0 
Gross fixed investment 208.6 200.2 209.5 240.1  —0.7 4.6 14.6 
Construction 87.3 84.3 88.8 108.6 —0.6 BS) 22.3 
Public 34.1 22.4 24.7 35.1 —6.8 10.3 42.1 

Private Sy? 61.9 64.1 73.6 2.6 3.6 14.8 
Machinery and equipment 121.3 1,116.0 120.7 131.4 —0.7 4.1 8.9 

Total consumption 754.5 917.0 931.8 975.3 ays 1.6 4.7 
General government 86.3 85.5 85.8 86.4 —0.2 0.4 0.7 
Private . 668.2 831.5 846.0 888.9 Siy/ 1,7 5.1 


Source: Central Bank of Argentina, provisional figures. 


resources has been the public sector (see table 
76). 


During the year, further progress was made 
with price stabilization, there being increases of 
only 4 per cent in wholesale prices and 9.6 per 
cent in the cost-of-living index. Unemployment 
also declined, and there was a slight deteriora- 
tion in real wages. 


In the public sector, current income and ex- 
penditure remained constant in real terms. There 
Was a jump of over 22 per cent in government 
investment, under the stimulus of a reduction in 
the deficit and advance payments to public 
enterprises, which led to an increase in the real 
volume of current saving by government bodies 
as a whole. 

_ External sector trends show that the value of 
®xports of goods declined while imports rose 
jlightly. Together with the increase in financial 
services, this helped to reduce the surplus on 
wurrent considerably. The continued inflow of 
1on-compensatory capital, including the pro- 
‘eeds from the sale of 100 million dollars’ worth 
f government securities abroad, enabled Argen- 


tina to improve the net position of its monetary 
reserves for the fourth year in succession. 


MAJOR PRODUCTION SECTORS 


Agricultural production declined, mainly on 
account of the weather conditions which affected 
most of the crops (see table 77). It is estimated 
that the output of cereals and linseed together 
fell by about 7.6 per cent, since the maize and 
linseed harvests shrank by 23 and 33 per cent 
respectively. The increase of 17 per cent in wheat 
failed to compensate for these contractions. 
Production of feed grains dropped by 3.7 per 
cent, of oilseeds by 15.7 per cent, of industrial 
crops by 15.2 per cent and of vegetables and 
pulses by 7.3 per cent, while the fruit harvest as a 
whole increased by 7.3 per cent. 


The livestock product declined 0.9 per cent, 
mainly because of a reduction of 1.5 per cent in 
cattle herds. However, there was an increase in 
the average weight of the steers, which averaged 
445 kilogrammes per head. Slaughtering account- 
ed for a quarter of the cattle inventories. A drop 
of nearly 15 per cent took place in the number of 


Table 77. Argentina: production of major agricultural commodities, 1953-62 and 1963-68 


ne 


(Thousands of tons) 
Year Wheat Maize ve coped Linseed Sunflower seed 
1953-62 . 6,130 4,103 2,747 571 583 
1963 ; 5,700 4,360 995 839 462 
1964 8,940 5,350 2,464 771 460 
1965 11,260 5,140 2,282 815 TPH) 
; 1966 6,079 7,040 1,129 570 782 
: 1967 6,247 8,510 1,248 577 1,120 
1968 7,320 6,560 1,630 385 940 
Source: Ministry of Agriculture. 
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cattle for export, while 6 per cent more were sent 
to the domestic maket. Sales of sheep edged down 
(1.1 per cent) and value added in the wool sector 
dropped by 4.4 per cent. Pig slaughtering fell off 
by 0.4 per cent and that of goats and horses by 
4.8 per cent. However, milk production and farm 
products increased (3.8 and 6 per cent re- 
spectively). 


Industry expanded by 7.9 per cent, thanks to 
the boost given by public investment, mainly as a 
result of the increase in construction activities, 
and, secondly, to investment in equipment (see 
table 78). In particular, exports of manufactures 
showed an improvement under the stimulus of 
the draw-back system. As regards domestic 
demand, stocks had to be drawn on during the 
first few months until the ratio of production to 
sales returned to normal. There was an increase 
in the utilization of production capacity, which 
amounted to 69 per cent compared with the 
average of 67 per cent for 1964-67. 


Table 78. Argentina: changes in industrial production index 
and utilization of production capacity, 1967 and 1968 


Percentage 

Percentage utilization 

growth rates of capacity 
1967 1968 1968 
Food, beverages and tobacco 5.3 4.4 65 

Textiles, made-up goods and 

leather goods . -10 8.6 75 
Chemical products NY lied MOR) 69 
Stone, earth, glass and pottery 2.8 8.1 80 
Metals, excluding machinery. 0.7 25.6 71 
Motor-vehicle manufacture 2 3.2 61 


Machinery, excluding electrical 


machinery i -—7.7 3.1 63 
Electrical machinery and\ lequip- 

ment j ; . —3.6 —7.8 67 
Other . . —3.1 5.6 82 
General index 0.0 79 69 


Source: Ministry of Economic Affairs and Labour, 


Informe econémico del cuarto trimestre de 1968 (Buenos Aires, 
February 1969). 


Construction, which expanded nearly 23 per 
cent, was one of the main dynamic elements of 
of the economy in 1968. Investment in public 
construction, in particular, rose more than 40 per 
cent and in private building by nearly 11 per cent. 
The insufficient output of industries producing 
construction inputs sent construction costs up in 
the second half of the year, but the increase over 
the whole year was only one-quarter of that re- 
corded in 1967. 


Petroleum output was close to 20 million tons, 
or 9.4 per cent more than the year before, an 
increase which is attributable to the State enter- 
prise. The volume of refined petroleum in- 
creased by 5 per cent, with a progressive reduc- 


tion in petroleum imports; in 1966 these had 
represented 20 per cent of the total oil refined, 
but this proportion dropped to 14 per cent in 
1967 and 11 per cent in 1968. Gasoline output was 
the same as in the previous year, but the pro- 
duction of gas oil expanded. 


Other increases were noted in the production of 
run-of-mine coal (17 per cent) and marketable 
coal (16 per cent); however, sales rose by less 
than 2 per cent because of marketing problems. 
As regards the power generated by the public 
utility plants, this was 8 per cent more than in 
1967 


PRICES, WAGES AND EMPLOYMENT 


Progress in price stabilization, which began to 
be achieved at the end of 1967, was consolidated 
in 1968. Thus wholesale prices in general rose 
only 4 per cent over the whole year, which meant 
that the average increase from 1967 to 1968 was 
9.3 per cent compared with 25.8 per cent from 
1966 to 1967. Generally speaking, the ups and 
downs in wholesale price stabilization have been 
linked to price variations in agriculture, since the 
increases in industrial prices levelled off. The 
average prices of the articles composing the 
market basket on the basis of which the cost of 
living is measured went up by 9.6 per cent in 1968, 
most of this increase being concentrated in the 
last three months owing to seasonal fluctuations 
in the prices of these products (see table 79). 


This time the stabilization programme wa: 
carried out with a plentiful supply of credit in. 
stead of with the usual stringency in this kind of 
attempt to curb real demand. Fiscal policy was 
brought into line with credit policy by abandon: 
ing the practice of increasing the means of pay- 
ment through monetary expansion—which is 
necessary when a large proportion of the fiscal 
deficit is financed in this way—and adopting thai 
of lowering the floor for cash reserves, whick 
makes it possible to increase the supply fe) 
credit without altering the monetary base. I 
this way, reductions in the fiscal deficit for the 
purpose of arrestinginflation have become at leas 
temporarily independent of the management o! 
the money supply, which is allowed to expan¢ 
according to the system’s requirements. 


Nominal wages, which had been frozen sinc 
April-May 1967, rose in January 1968 as a resul 
of the reduction in personal contributions to tht 
social security system, which represented 6.7 pé 
cent of the total nominal wage. Altogether, th 
1968 averages were nearly 11 per cent higher that 
in 1967. In real terms, however, wages seem t 
have deteriorated by 2.6 per cent from Decembe 
1967 to December 1968, owing to the rise in 
cost of living. If the averages for the two year 
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Table 79. Argentina: wholesale price indexes and cost-of-living indexes in 
Buenos Aires, 1966-68 


Wholesale prices 
Period Non-agricultural ee J 
General Agricultural Ehtar nae Imports 
Index: 1960 = 100 
December 1966. 378.4 379.3 378.0 382.1 319.0 447.5 
December 1967. 456.3 425.0 456.7 459.3 418.3 569.9 
December 1968 . 474.5 464.5 478.4 481.1 439.2 624.4 
Average 1966 340.8 333.5 343.7 348.2 277.9 374.3 
Average 1967 428.6 419.6 431.4 434.3 398.7 483.7 
Average 1968 468.3 457.8 472.6 475.9 424.4 562.1 
Percentage variation between the beginning and end of each period 

1967 lke : 4.3 —3.7 the 6.8 19.2 0.5 
I. : ; 8.9 14.1 7.1 6.8 10.4 6.6 

Il. Sy) 10.7 4.0 4.3 9.3 5.8 

IV. 5 0.3 —1.4 0.9 1.0 —0.5 13.4 

12 months 20.6 20.0 20.8 20.2 31.2 27.4 

1968 I. F 0.8 —3.1 2.4 2.6 —0.5 —3.1 
I. . 5 mel 5.6 0.7 0.7 0.8 —_— 

Til. 1.7 2.1 1.5 1.4 3.1 1.5 

IV. 5 —0.6 —2.3 —_ —0.1 1.6 11.4 

12 months 4.0 2.1 4.8 4.7 5.0 9.6 

Percentage variation between the averages 

1966/1965 19.9 21:3 19.5 19.5 19.5 31.9 
1967/1966 25.8 25.8 PA 24.7 43.5 29.2 
1968/1967 9.3 9.1 9.4 9.6 6.4 16.2 


Source: National Statistics and Census Office. 


are analysed, the deterioration is even greater: 
4.6 per cent for industrial workers, 2 per cent for 
construction workers and 4.8 per cent for 
business employees. Subsequently, an increase 
of 8 per cent of the basic wages stipulated in the 
agreements governing private and public activi- 


‘ties was authorized as from 1 January 1969. 


_ The rate of unemployment in the metropolitan 
area dropped from 5.4 per cent in April 1968 to 
48 per cent in June and October. Although em- 
ployment figures are subject to seasonal varia- 
tions, this represents a 3.5 per cent increase in 
employment over 1967. It would appear, there- 
fore, that the increased activity in the urban 
sectors was reflected in the level of employment. 


PUBLIC SECTOR 


The evolution of the fiscal sector in 1968 
ndicates that the current income and expendi- 
‘ure budget was frozen, in real terms, and that 
nvestment rose. In addition, there was a change 
n the source of funds thanks to which the 
nonetary financing of the fiscal deficit could be 
‘educed. 

_ Both current income and current expenditure 
Ose proportionally to the general level of prices, 
hereby maintaining the same real values as in 


1967. There was, however, a drop of 42 per cent 
in the deficits of public enterprises and in the 
advances to them (an item accounted for almost 
entirely by the State railways); this made for a 
real increase in the current saving of government 
bodies as a whole, which had already reflected 
a positive balance in 1967. Since on the other 
hand the social security system failed to show a 
surplus—whereas in 1967 it had contributed 10 
per cent of its income to public financing—the 
government current account was stabilized (see 
table 80). 


The real value of fiscal revenue was main- 
tained thanks to the increase in taxes earmarked 
for specific purposes—notably the National 
Energy Fund (Fondo Nacional de la Energia)— 
since the total revenue obtained by the Treasury 
fell, in real terms, by about 2 per cent. The 
setbacks occurred in direct and foreign trade 
taxes, as indirect taxes showed a real increase of 
over 20 per cent. This trend indicates a con- 
siderable change in the tax structure, partly 
reversing the process which took place in 1967, 
when the significant increase in the tax burden 
was obtained through heavier direct taxation 
and the introduction of new export taxes. In1968 
the revenue from import taxes and charges 
declined, added to which the real estate tax— 
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Table 80. Argentina: public sector account, 1964-68 
(Thousands of millions of pesos at 1960 prices) 


1964 1965 1966 1967 1968 


A. Current income and expenditure 
I. General government 

1. Current income 

2. Current expenditure . 

3. Subsidies to public enterprises 

4. Current saving. 

II. National social security system 

1. Income from social security 

contributions E 

2. Benefits . 

3. Saving 

B. Capital expenditure 
I. General government 

1. Grants to provinces and 

municipalities ; 

2. Public works programme . 

3. Other capital investment and 

transfers 
II. Public enterprises . 
C. Investment financing 
I. Current saving 
Il. Financial accounts 
1. Other public sources. 
2. Other net financial assets and 
liabilities* : 5 
If. Investment resources of enterprises. 
IV. Investment deficit . 

1. Net resources . 2 4 
Gross investment resources 
Amortization of public debt 

2. Monetary resources . 


Source: ECLA, on the basis of official statistics. 


* Includes statistical discrepancies. 


which had been levied on a temporary basis— 
was abolished, and the duties on agricultural 
exports reduced. 


Total public investment rose by about 20 per 
cent in real terms and the shortfall in investment 
still to be financed, which in 1967 had amounted 
to 14 per cent of total public investment, reached 
27 per cent of that total in 1968. Recourse was 
had to two means of financing to cover this 
deficit. First, 100 million dollars’ worth of 
long-term securities were sold abroad and nearly 
as much on the domestic capital market. 
Secondly, resources were obtained by making 
more use of deferred payment orders for debts 
and bills outstanding. It was thus possible not 
only to cover the larger investment deficit and 
the heavier debt amortization payments, but also 
to reduce monetary financing in the form of 
advances from the Central Bank to less than half 
its previous volume. 


THE EXTERNAL SECTOR 


The surplus on current external transactions, 
which had reached the figure of 257 million 
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dollars in 1966, dropped to 184 million in 1967 
and to only 8 million in 1968 (see table 81 and 
figure IV). The 1968 trend is attributable to a 
26 per cent decrease in the surplus on the mer- 
chandise account (which even so was 378 million 
dollars)—caused by a decline of nearly 100 
million dollars in the value of exports, an increase 
of over 30 million dollars in imports and an 
increase in the negative balance for invisibles, 
which reached its highest level for the last five 
years. 


. 

The decline in exports was the result of a con- 
traction in nearly all the traditional items, which 
was only partly offset by increases in wool and 
more highly processed articles. In spite of the 
recovery in prices on certain markets, the value of 
meat exports fell 22 per cent, owing partly to 
the embargo placed on them by the United 
Kingdom at the end of 1967 on account of the 
outbreak of foot-and-mouth disease in Argentina; 
the Argentine Government therefore decided to 
export frozen meat only on the basis of firm f.0.6 
prices. 


Table 81. Argentina: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 


1965 1966 1967 1968 


Current account 


Exports of goods and services 1,234.4 1,656.0 1,783.0 1,693.0 1,555.0 
Goods : : 1,079.2 1,493.0 1,593.0 1,464.0 1,365.0 
Services 159.2 163.0 190.0 229.0 190,0 

Imports of goods and services 1,379.3 1,379.0 1,372.0 1,390.0 1,403.0 
Goods, f.o.b. , 1,099.4 1,043.0 978.0 953.0 987.0 
Services . ; 279.9 336.0 394.0 437.0 416.0 

Net investment income . 5 —57.0 —53.00 —151.0 -—119.0 —142.0 

Net private transfer payments —7.0 —4.0 —3.0 0.0 —2.0 

Balance on current account —204.9 +2200 +257.0 +184.0 +8.0 

Capital account 
Net external financing . +204.9 —220.0 -—257.0 —184.0 —8.0 
Net non-compensatory foreign 
capital . 3 f +564.9 -—2440 —73.0  —42.0 
Direct investment +332.0 +43,0 +40.0 +9.0 
Non-compensatory loans +215.7 —275.0 — 35.0 —9.0 
Short-term liabilities . +166 —-140 -—740 —39.0 > +151.0 
Official transfer payments . +0.6 +2.0 —4.0 —3.0 

Net non-compensatory domestic 
capital or assets : —8.3 +20.0 — 66.0 +35.0 

Errors and omissions —176.5 +97.0 —80.0 +262.0 

Compensatory movements 

(increase —) . —175.2 — 93.0 —38.0 —439.0 
Net compensatory foreign capital +131.2 —22.00  -—50.0 +50.0 
Balance-of-payments loans and 
deferred import payments +94.1 +24.0 —5.0 +95.0 > —159.0 
Other liabilities of the Cad 
authorities . : —11.4 —2.0 +1.0 +3.0 
IMF position +48.5 —44.0 — 46.0 — 48.0 
| Movements of gold and foreign) 
| exchange (increase —) : — 306.4 -—71.0 +12.0 —489.0 


Source: Up to 1967: International Monetary Fund, Balance of Payments Yearbook, vols. 17 and 


20; for 1968: Ministry of Economic Affairs and Labour, Informe econémico del cuarto trimestre de 


A decline was also observable in exports to the 
European Economic Community, which con- 
tinued its policy of replacing frozen meat im- 
ports by live animals, and raised its variable 
levies on imports (prélevements). Agricultural 
*xports—including vegetable oils and other by- 
products—fell by 17 per cent, or 100 million 
dollars. The sharpest reduction was in cereals, 
Doth wheat and maize. Conversely, food ex- 
ports (including meat preparations) and exports 
of mining products and chemicals rose, the 
largest increases being in sales of wool—despite 
am appreciable deterioration in wool prices— 
ind industrial products, which went up from 82 
million dollars in 1967 to 100 million in 1968. 


Movements on capital account were moderate 
nm 1968 and represented no great change in 
‘elation to 1967. The flow of non-compensatory 
*apital continued (with a positive sign), although 
mm a more reduced scale, and included the sale of 
{00 million dollars’ worth of government 
ecurities abroad. This contributed to a balance- 


| 1968 (Buenos Aires, February 1969). 
| 


of-payments surplus before compensation for 
the fourth year in succession, cancelling out loans 
and improving the net position of the monetary 
authorities. 

All this helped to buttress the external value of 
Argentina’s currency and make it fully convert- 
ible in 1968. Thus Argentina entered the cate- 
gory of countries referred to in article VIII of the 
IMF Articles of Agreement. 


Barbados 
RECENT ECONOMIC TRENDS 


According to preliminary estimates, the growth 
rate of the economy in 1968 was much the same 
as in 1967. The decline in sugar output was offset 
by the large amount of revenue from the tourist 
industry, the inflow of capital and construction 
activities. Consequently, the economy was less 
dependent on the sugar industry, in the sense 
that variations in output were not automatically 
reflected in the product (see figure V). 
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Figure V. Barbados: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 
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Although firm estimates are not available, 
agriculture is thought to have contributed 47.8 
million East Caribbean dollars: to the gross 
domestic product in 1967, which is an increase 
of close to 10 per cent (at current prices) over 
1966. This was attributable to the fact that sugar 
output totalled more than 200,000 tons in 1967, 
in contrast to an estimated 159,000 tons in 1968. 
The large increase in 1967 followed increases of 
6.1 per cent in 1965 and 1.6 per cent in 1966. 
At the same time there is a trend in agriculture 
towards diversification and import substitution. 
Furthermore, in construction, planned public 
investment and the number of applications from 
the private sector for permission to build indicate 
an increase in activity, while investment in new 
manufacturing establishments increased from 
1.1 million dollars in 1965 to 2.7 million in 1966 
and 3.7 million in 1967. 


1 All references to dollars in this section are to East 
Caribbean dollars unless otherwise specified. One United 
States dollar equals two East Caribbean dollars. 


The rising trend of the product is also attribut- 
able to the-significant increase in the contri- 
bution of the government sector (from 21.3 
million dollars in 1966 to 25.8 million in 1967) 
and services (from 17.5 million dollars to 19.5 
million over the same period) (see table 82). 
It should be noted that the government sector 
more than doubled its contribution to the pro- 
duct between 1960 and 1967 from 12 to 26 
million dollars. This was due to the fact that 
central government income and expenditure both 
increased—the latter more rapidly—so that the 
budget surplus on current account declined from 
3.4 million dollars in 1960-61 to 1.6 million in 
1967-68 (see table 83). Import duties and in- 
ternal consumption taxes continued to account 
for the major share of current revenue, varying 
between 44 and 48 per cent of the total. Income 
taxes and death duties were together the second 
most important source of revenue. Since 1964— 
65 personal income tax has increased steadily 
while corporate income tax has remained vir- 
tually stable. Capital expenditure by the public 
sector fluctuated in relation to the timing of the 
implementation of certain major projects, 
attaining a high of 11.5 million dollarsin 1966-67. 
In six of the past eight financial years, capital 
expenditure was financed from the budget sur- 
plus on current account, supplemented by 
domestic and external loans. Up to 1965, 
colonial development and welfare funds from the 
United Kingdom were an important source of 
financing, but subsequently credit from this source 
declined and has now ceased altogether. At 
present, loans provide most of the funds fot 
capital expenditure and this is reflected in the 
increases in indebtedness and debt servicing 
charges, which are largely payable abroad. 


THE EXTERNAL SECTOR 
Visible trade grew in 1967, with exports rising 
at a faster rate than imports. Total export 
increased by 3.3 per cent and exceeded 72 millior 


Table 82. Barbados: gross domestic product by sector of economic activity, 1963-67* 


Millions of EC$ at current prices 


Sectoral growth rates 


1963 1964 1965 1966 1967 1963 1964 1965 1966 1967 
Sugar STO wae 290) ee aies se One 35.1 46.2 -19.7 6.1 1:6 “Sit 
Other agriculture 8.2 8.2 8.3 8.3 ie —2.4 0.0" 2508 ee 
Manufacturing and mining . 13.5 14.0 14.1 14.4 ie 1.5 SIT Iti O07 anezan ‘a 
Construction : pV. 7 es Wp EB Ve 14.4 re 1.4 0:0: 10:7 7037 Fe 
Distribution 33.6 34.1 B16 S73 he 1S 15 44 48 F- 
Transport and public utilities 8.5 8.7 9.0 10.3 03 2.4 2.4 3.4, tie ad 
Ownership of ies 6.4 6.5 6.5 6.8 ae 0.0 16 00 46 am 
Services TOPS 17.0) SSeS 2a 2.7 104 29° tts 
Government 3 150% 165040176. S203 i258 10,3 10.0 0.7 21.0 258 
TOTAL 151.4°° 147:3° A539 162:3 A 13.8 =2,7)\ Leh Saar ses = 
sehr ne wig of the Prime Minister, Economic Planning Unit, Economic Survey Barbados, 1968 (Bridgetown). 
L imates 
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Table 83. Barbados: Central Government receipts and expenditure, 1960-68 


(Thousands of EC$) 
Item 1960-61 1961-62 1962-63 1963-64 1964-65 1965-66 1966-67 1967-688 
Receipts (current) . 26,035 26,209 28,325 33,646 38,494 40,098 43,809 50,316 
_ Expenditure (current) 22,684 27,157 28,399 29,036 31,273 34,628 43,392 48,674 
_ Surplus (+) or deficit (—) +3,352 — 948 —74 +4,610 +7,219 +5,470 +437 +1,642 
Capital expenditure — _ 7,930 9,554 8,225 10,270 11,494 8,587 


* Provisional. 


dollars in value despite a decline in re-exports, 
which since 1962 had averaged more than 25 per 
cent of total exports. Total imports increased 
by 2.4 per cent and amounted to a value of 134.3 
million dollars. As a result, the deficit on 
merchandise trade in 1967 was slightly higher 
| than in 1966. Preliminary estimates for 1968 
indicate that the value of exports will decrease 
| and that the deficit will consequently widen. The 
Main recent increases in imports have been in 
_ chemicals and in transport machinery and equip- 
ment. The data available for 1968 indicate that 
the increase in domestic demand for investment 
goods, which began in 1964, is still continuing. 
_ Another significant development is the decreasein 
_ food imports (see table 84). 

_ Earnings from tourism help substantially to 
i offset the deficit incurred on visible trade, since 


Source: Office of the Prime Minister, Economic Planning Unit, Economic Survey 1968 (Bridgetown). 


tourism is the second largest source of foreign 
exchange, exceeded only by the sugar industry. 
Preliminary data for 1967 show that tourists 
spent 34.8 million dollars—compared with 44.1 
million dollars received in respect of exports of 
sugar, rumand molasses—and tourist expenditure 
appears to have grown in 1968. The expansion of 
the tourist industry has been very rapid: between 
1960 and 1967 tourist arrivals rose from 35,535 to 
91,565, while tourist expenditure grew from 13.8 
million dollars to 34.8 million, substantially 
exceeding the forecast in the 1965-68 develop- 
ment plan for Barbados (see table 85). The 
estimates reveal that average expenditure per 
tourist declined between 1963 and 1967, as did the 
average length of stay, since an increasing num- 
ber of visitors come for one to three weeks only. 
With regard to the origin of tourists, more than 


Table 84, Barbados: percentage composition of imports, 1964-67 


Re ee 


SITC groups 1964 1965 1966 1967 
0 Food ‘ 26.7 27.4 26.0 24.4 
1 Beverages and tobacco 2.0 1.8 1.8 1.8 
2 Crude materials, inedible, except fuels 3.3 3:3 3.4 37, 
3 Mineral fuels, lubricants and related 
materials F 10.4 10.1 10.0 8.7 
4 Animal and vegetable oils ‘and fats 0.5 0.7 0.6 0.8 
5 Chemicals é 79 72 es 8.2 
6 Manufactured goods classified chiefly 
by material 19,2 20.0 20.7 20.4 
7 Machinery and transport equipment . 16.6 16.3 17.0 19,3 
8 Miscellaneous manufactured articles . 10.1 9.8 10.0 10.4 
9 Miscellaneous transactions and 
commodities BES 3.4 3.0 3.1 
Source: Official statistics of Barbados. 
Table 85. Barbados: selected indicators of tourism, 1960-67 
Item 1960 1961 1962 1963 1964 1965 1966 1967 
Tourist arrivals . 35,535 37,060 44,258 50,627 57,625 68,418 79,104 91,565 
\ Canada and United States 13,471 15,761 19,632 23,145 26,061 34,023 40,199 48,106 
Commonwealth Caribbean . 14,638 13,985 16,220 16,675 19,261 20,842 23,149 24,713 
_ Others * ; 7,426 7,314 S:406-% $10;507090 12,303 °99913;553)) 815,756" 9185746 
Cruise passengers . 24,172 26,948 24,658 27,184 41,671 52,664 51,593 45,451 
Estimated expenditure (millions 
_ of EC$) ‘ : — — — 20.3 23.7 26.1 29.1 34.8 
Source: Official statistics of Barbados. 
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half the arrivals in 1967 came from Canada and 
the United States. The number of visitors from 
neighbouring islands has also gradually in- 
creased, and accounted for 28 per cent of the 
total in 1967. Emigrants’ remittances, the other 
significant item in the balance of payments, have 
continued to decline. 


Bolivia 
RECENT ECONOMIC TRENDS 


In recent years, the product of the Bolivian 
economy has grown at a steady average annual 
rate of 5.2 per cent over the period 1960-67 and 
a rate of 5.3 per cent in 1968. The sectors contri- 
buting most to the economy’s growth were manu- 
facturing industry (which since 1960 has grown 
at an average annual rate of over 7 per cent), 
construction (which tripled its value added over 
the same period) and petroleum production 
(which began to boom in 1966). These three 
sectors again made rapid progress during 1968 
(see table 86 and figure VI). 


Exports and imports grew relatively little 
during 1968, as the pronounced upward trend of 
earlier years slowed down: between 1960 and 
1967 exports almost tripled their dollar value, 
and this, together with external aid and capital 
inflows, signified that imports more than doubled. 


This rapid rise in production and imports 
meant that the domestic supply of goods and 
services increased by almost 5 per cent, totalling 
60 per cent more in 1968 than in 1960 (see table 
87). The result was a 55 per cent rise in con- 
sumer expenditure and a 79 per cent rise in 


Table 86. Bolivia: growth rate of the gross domestic product 
by sector of economic activity, 1960-66, 1967 and 1968 


(Percentages) 


Annual growth rates 
Sector 


1960-66 1967 1968» 
Agriculture . 2.6 —6.4 3.5 
Petroleum 9.3 72.9 5:3 
Mining. 6.2 43 2.6 
Manufacturing 74 6.8 73 
Construction . 9.6 23.4 14.7 
Goods . F : d wel 7.6 5.4 
Electricity, gas and water 7A 2.6 4.1 
Transport and communications 4.4 Del 4.4 
Basic services ‘ * 4.7 4.8 4.4 
Commerce and finance . 3.9 2.8 33 
Government . 8.7 1.8 3.0 
Miscellaneous services 4.7 2.5 6.9 
Other services : 3 3. e538 24 5.4 
Growth rate of the total product 5.1 5.6 5.3 


Sources: ECLA, on the basis of data supplied by the 
Planning and Co-ordination Office and the National Accounts 
Department of the Statistics and Census Office. 

* Provisional figures. 

> Estimates. 


Figure VI. Bolivia: 1960-68 


(a) RATE OF“GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 
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(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 


Millions of dollars 
ot current prices 


200 IMPORTS OF GOODS 


AND SERVICES 


140 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) ~ /\ 
. ||) 


1960 6] 62 63 64 65 66 67 68 


10 


capital expenditure. Following the unusuall} 
high level of investment in 1967, investment agail 
increased in 1968 (by slightly more than 5 pe 
cent), bringing the average annual growth rate o 
fixed capital formation over the period 1960-6 
to 7.8 per cent, with marked differences in th 
rates for individual years attributable to the 
implementation of large-scale petroleum, energy 
mining and highway projects. Over the sam«¢ 
period private consumption grew annually at af 
average rate of 5.5 per cent. 

The public sector had a very dynamic influ 
ence on the growth of both consumption anc 
investment. General government expenditur 
grew by more than 10 per cent in 1968, compen 
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Table 87. Bolivia: total supply and demand, 1960 and 1966-68 


Millions of pesos at 1960 prices 
1966 1967 


1960 


Total supply 
Gross domestic product . é 
Imports of goods and services . 
Total demand 4 
: Exports of goods and services ; 
Total investment 
Fixed investment 
Public 
Private . 
Total consumption. 
General government 
Private 


S51 7,945 8,482 8,901 
4,479 6,050 6,387 6,724 
1,072 1,895 2,095 2,177 
DOL 7,945 8,482 8,901 
726 982 1,231 1,265 
675, 1,171 1,178 1,214 
637 864 1,101 1,160 
275 450 470 480 
362 414 631 680 
4,150 Sion 6,073 6,422 
387 599 601 664 
3,763 5,193 5,472 5,758 


Sources: ECLA, on the basis of data supplied by the Planning and Co-ordination Office and 
the Department of National Accounts of the Statistics and Census Office. 


* Provisional figures. 
> Estimates. 


ating for its relative stagnation during 1967, and 
ringing the average annual growth rate over the 
‘eriod 1960-68 to 7 per cent. Public investment 
ew very rapidly between 1960 and 1966 (8.6 per 
‘ent annually) but then appeared to lose head- 
vay (4.4 per cent in 1967 and 2.1 per cent in 
968). Much of the expansion of the public 
ector was based on contributions from external 
ources and on large fiscal deficits which in 
ecent years—particularly in 1968—have tended 
o shrink. 


_ TRENDS IN SELECTED PRODUCTION SECTORS 
Agricultural production made a partial re- 
Overy in 1968 after its decline in 1967 and grew 
ly some 3.5 per cent. Increases in production in 
968 came in the main crops: wheat production 
Ose; rice production was sufficient to cover 
omestic consumption; potato production in- 
teased (by 20,000 tons, which led to a drop in 
rices); citrus fruit and banana production also 
ose, as did coffee production, which grew by 16 
er cent over and above its rise of 73 per cent in 
967, and resulted in an exportable surplus. 
\Ctivities to promote land settlement and to 
ring new farmland under cultivation continued. 
. pilot project is being undertaken in the 
\bapé-Izozog area whereby 725,000 hectares of 
imland suitable for crops and livestock will be 
rought under cultivation. Under the land settle- 
lent programmes 4,500 families where to be 
*ttled in the Alto Beni, Chimoré and Yapacani 
reas by mid-1968, while 2,000 families are to be 
ttled in San Julidn over a four-year period; 
7,000 families have already been settled in other 
reas. 


Mining production, which grew at an average 
anual rate of almost 6 per cent during the 


( 


period 1960-67, increased by only 2.6 per cent in 
1968. This was due to the decline in tin and 
zine production as a result of the drop in prices, 
and to the establishment of export quotas for 
tin. At the same time, the attempts to raise 
mineral yields in national refineries continued. 
The Bolivian Mining Corporation (Corporacién 
Minera de Bolivia—COMIBOL) intends to use 
the industrial complex it is building in Vinto 
(Oruro) for this purpose, especially for low-grade 
minerals, and in 1970 the National Smelting 
Company (Empresa Nacional de Fundicién) will 
begin to produce 7,500 tons of electrolytic tin and 
800 tons of alloy annually. Large investments 
have been made in private mining enterprises 
producing sulphur, asbestos, zinc and wolfram, 
and this has been reflected in increased exports. 


Petroleum production rose by slightly more 
than 5 per cent in 1968, following the 1967 boom 
(73 per cent). The production of the State 
Petroleum Corporation (Yacimientos Petro- 
liferos Fiscales Bolivianos—YPFB), which 
amounts to 19 per cent of total production, rose 
by 12 per cent and that of the Gulf Oil Companies 
by 3 per cent. The two corporations have agreed 
to prospect a large area of the Bolivian altiplano 
jointly. There is also a project to construct a 
petroleum refinery at Santa Cruz and another to 
expand the YPFB refinery at Cochabamba. A 
YPFB liquid gas plant at Camiri will soon go 
into operation with an initial capacity of 40 tons 
per day, capable of being raised to 100 tons. In 
July 1968, YPFB and the Bolivian Gulf Oil 
Companies signed an agreement with the State 
Gas Enterprise (Gas del Estado) of Argentina 
under which the latter is to purchase natural gas 
over a twenty-year period to a total value of some 
300 million dollars. Under the agreement the 
State Gas Enterprise of Argentina will purchase 
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4 million cubic metres of gas per day for the 
first seven years, and 4.5 million cubic metres per 
day for the remaining thirteen years. A price of 
8 dollars per thousand cubic metres of gas with a 
calorific value of not less than 9,300 calories was 
established. The agreement will run from the 
date of completion of a 600 kilometre gas pipe- 
line, to be built by YPFB and the Bolivian Gulf 
Oil Companies at a cost of 40 million dollars, 
which will be connected with the Argentine gas 
pipeline. 

Continuing the trends of earlier years, industry 
grew by 7 per cent during 1968. In recent years, 
the rate of growth of the traditional industries 
(foodstuffs, beverages, tobacco, textiles, clothing 
and footwear), which are responsible for more 
than 80 per cent of the value added in industry, 
has been quite rapid, increasing by over 40 per 
cent between 1963 and 1967. The increment was 
greater in petroleum refining and the production 
of electrical equipment although these industries’ 
share of the total is still small. 


THE PUBLIC SECTOR 


As a result of the financial management of the 
decentralized bodies, whose expenditure is double 
that of the Central Government, the fiscal deficit 
has fallen in recent years. However, the deficit of 
the public sector as a whole in 1967 amounted to 
290 million pesos, of which 215 million was 
attributable to the Central Government, and this 
led to the introduction of a policy of curbing 
expenditure and increasing income as a result of 
which the Central Government’s deficit fell in 
1968 to 107 million pesos. During 1968, expendi- 
ture dropped by 1.2 per cent while income rose by 
12.6 per cent, mainly owing to the royalty pay- 
ments made by the oil companies (65.4 million 
pesos from the Gulf Oil Company and 12 million 
from YPFB), and to the 8 per cent increase in 
internal taxation. The deficit was financed by the 
Central Bank and by an external loan of 54 
million pesos. 


In mid-1968, the total external debt amounted 
to 341 million dollars, i.e., 23 million dollars more 
than at the end of 1967. During 1967 it had risen 
by 27 million dollars (41 million dollars in new 
loans and 14 million dollars for debt servicing), 
and a breakdown at the end of the year showed 
that 71 per cent was attributable to the Central 
Government, 20 per cent to public enterprises, 
5.8 per cent to banking institutions and the re- 
mainder to the private sector. The servicing of 
this debt accounted for slightly over 5 per cent of 
total public expenditure, and was equal to one 
third of the external credit received by the public 
sector. 
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tT 
THE EXTERNAL SECTOR i 
The current value of exports rose slightly | in 
1968, despite the steady drop in tin prices since 
1965; in 1968, this was offset by an increase Z 
the volume of sales (25 per cent for tin and a lit 
less for petroleum). The relative stagnation of 
exports in 1968 must be set against their remark- 
ably rapid growth and increased diversification 
over the whole decade, since they have more than 
trebled in current value since 1960 (see table 88 
and figure VI). Up to 1965, their growth wa: 
due to higher prices for tin; once the effect of this 
wore off, an expansion took place in the volumi 
of tin exports, while sales of petroleum soa 
from 700,000 dollars in 1965 to 6.5 million i 
1966, nearly 23 million in 1967 and 24 million i 
1968. The other products, which together accoun’ 
for almost 30 per cent of mining exports, mo 
than trebled their value between 1962 and 1968 
Exports of zinc, for instance, climbed fro 
900,000 dollars in 1962 to 5 million in 1965 an 
3.5 million in 1968, while copper sales in- 
creased from 1.5 to 8 million and exports 0 
silver and wolfram from 3.9 to 11.6 million an 
from 1.7 to 10 million respectively. Exports 0 
agricultural commodities rose from 10 to — 
million dollars in value between 1965 and 1968. 


Imports, which, in 1967, were 66 per cen 
higher than in 1962, increased less vigorously 
In 1968, they rose by about 4.2 percent, owingto 
new system of customs valuation based 
minimum prices, higher duties on some non 
essential goods and an embargo on the imput of 4 
large number of others. Although their growth 
rate slowed down, they continued to outstrip 
exports in value. 


From 1960 to 1966, income from goods and 
services, including private transfer payments, 
totalled 669 million dollars compared with out 
goings of 923 million dollars. The resulti 
cumulative net deficit of 254 million dollars 
current account might have exerted hea 
pressure on the balance of payments had it no 
been for large-scale foreign aid in the form ol 
official transfer payments, which averaged 143 
million dollars (20 million a year). During 
same period, external loans to the value of 1 
million dollars were obtained, while 60 milli 
dollars entered in the form of direct investme: 
and a further 30 million in short-term capital. 
expenditure, which mainly consisted of amorti 
tion payments, amounted to 120 million dolla 
the net inflow of capital totalled 310 million. Fos 
errors and omissions there was a debit balance of 
20 million dollars for the seven years in question: 
The balance of payments before compensator 
financing thus showed a surplus of 36 million 
dollars, which improved the net monetary position 


Table 88. Bolivia: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


if the Central Bank by 13 million and added 23 
jillion to the country’s international reserves. 


| In 1967, in spite of a better trade balance, 


‘ere was a debit balance of nearly 40 million 


Jollars on current account mainly owing to 


/emittances of almost 17 million dollars under 
ne head of profits and interest on foreign 
jivestment. This balance-of-payments item had 
jeen negligible in earlier years. Although direct 
jivestment decreased on a par with official 
ansfer payments, which totalled only 12 
hillion dollars, the net total for long and 
tedium-term loans rose to 25 million dollars 
‘om 10 million in 1966. However, this was not 
jnough to offset the debit balance on current 
tcount and other capital movements, and the 
ed of payments closed with a deficit of 8 

on dollars. In 1968, remittances of profits 
jad interest were as high as in the previous year, 
ad the net movements of non-compensatory 
lypital, added to the balance for errors and 
jmissions, amounted to about 38 million 
jollars. The balance of payments therefore closed 


| 1960 1965 1966 1967 1968 
Current account 
| Exports of goods and services 57.8 125.8 142.0 169.0 172.8 
| Exports : , 54.4 115:5 133.1 155.2 161.0 
Services 3.4 10.3 8.9 13.8 11.8 
| Imports of goods and services 89.7 161.7 174.2 193.0 199.6 
Goods, f.o.b. 68.2 126.6 138.8 151.8 159.9 
Services 21.5 35.1 35.4 41.2 39.7 
| Net investment income Fae —3.0 ass) Owl G5 
Net private transfer payments +0.2 +1.1 +1.3 +1.0 +1.0 
| Balance on current account — 30.5 — 38.4 = Siler = abhi — 42.3 
Dapital account 
| Net external financing +30.5 +38.4 31.7 +39.7 +42,3 
_ Net non-compensatory foreign capital +32.7 +53.2 +36.2 +35.8 
Direct investment . : ‘ +16.5 +12.5 +2.0 +0.5 
Non-compensatory loans +1.4 +15.9 +10.3 +25.2 
Short-term liabilities +2.0 +9.9 +3.9 —1.8 
Official transfer payments +12.8 +14.9 +20.0 +11.9 +37.7 
| Net non-compensatory domestic capital or assets. —1.8 —2,2 +2.1 —1.9 
| Errors and omissions —3.1 +1.3 —1.8 —2.2 
| Compensatory movements (increase —) +2.7 — 13.9 —4.8 +8.0 
Net compensatory foreign capital —2.6 —0.9 —5.8 —4,7 
Balance-of-payments loans and deferred import 
payments ; ; —0.7 — — — +4.6 
Other liabilities of the monetary authorities ; —0.5 +0.1 —0.2 +4.7 
IMF position ; : : —14 —1.0 —5.6 — 
Movements of gold and foreign exchange (increase—)  +5.3 — 13.0 +1.0 +3.3 


Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20, 1968: ECLA estimates. 


with a small deficit, which worsened the net 
monetary position of the Central Bank. 


Brazil 
GENERAL CHARACTERISTICS 


In 1968 the over-all growth rate of the 
Brazilian economy was 6.8 per cent. This is the 
first time since 1962 that a similar rate to that 
prevailing in 1957-61, which marked the peak for 
the post-war period, has been regained. Various 
characteristics distinguish the recent economic 
trend (see figure VII). 


First, agricultural production as a whole 
departed from its trend in 1967 by remaining 
static. However, this situation was counter- 
balanced by the dramatic revival of industry, 
which achieved a growth rate of 15 per cent (see 
table 89). These trends were strongly influenced 
by the economic activity in the Sao Paulo area, 
which, since 1962, has been contributing a dis- 
proportionately small amount tothe modest over- 
all growth rate and investing it with much of its 
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Figure VII. Brazil: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 
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(b) EVOLUTION OF THE EXTERNAL SECTOR 
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own instability. Early estimates indicate that 
there has been an expansion of about 8.7 per 
cent in the Sao Paulo economy, with a decline in 
agricultural output offset by a 16 per cent in- 


crease in manufacturing production. 


The external sector played a very dynamic 
part. The value of exports of goods and services 
reached the unprecedented figure of 2,070 
million dollars, while that of imports exceeded 
2,300 million. This is a 25 per cent increase on 
1967 levels. The total deficit in current trans- 
actions amounted to more than 500 million 
dollars and was counterbalanced by a larger net 
inflow of non-compensatory capital, which also 
added to the country’s international reserves. 
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Table 89. Brazil: growth rate of the gross domestic prod 
by sector of economic activity, 1960-66, 1967 and 19 


(Percentages) 
Annual growth rates 
Sector - 
1960-66 1967 1968 
Agriculture 3.8 ijl —_ 
Mining. é 125 5.6.9) ie 
Manufacturing 5.1 2.4 14.9 
Construction . —14 9.2 17.4 
Goods . F , 4.2 5.1 6.9 
Electricity, gas and water 6.9 4.8 12.7% 
Transport and communications 5.4 7.7 1.35 
Basic services ? Sef Zeb 8.4 
Commerce and finance 4.2 6.3 10.9 
Government . 2.4 2.4 2.4 
Miscellaneous services 3.3 2.6 3.0 
Other services ; 3e0) 4.1 6.2 
Growth rate of the total product 4.1 4,9 6.8 


SouRcE: 1960-66 and 1967: ECLA, on the basis of dat: 
from the Getulio Vargas Foundation, ‘the Brazilian Institut 
of Economics, National Accounts Centre. 

* Preliminary estimates based on data in Conjuntur 
Econémica, year XXIII, No. 1 (January 1969). 


The main aim of economic policy was t 
stimulate development and this was vigorou 
pursued during the year through more expansion: 
ist tax and monetary measures. Government 
revenue increased considerably, and the % 
deficit was reduced below the previous ye. 
level in both absolute and relative terms. Public 
expenditure was stepped up considerably, p: 
ticularly transfer payments, and transfers 
capital to decentralized agencies increased 
although direct investment by the Centré 
Government fell off. Thus, more capital wi 
invested in basic infrastructural works (1 
kilometres of new road were built and a furthei 
2,150 kilometres paved, and electric ener, 
generating capacity was enlarged by 1 millio 
kW). Monetary expansion, which had origin 
been visualized at 15 per cent, totalled 40 per cent 
by the end of the year, in response less to public 
sector pressure then to the provision of about 
per cent more credit to the private sector. 

Despite these conditions, the rise in prices Wi 
on much the same scale as in 1967, i.e., about 2 
per cent. 

Changes were made in wage policy with a view 
to maintaining real urban wages. The wage 
adjustments made in the course of the year were 
generally kept on a par with the increase in tht 
cost of living, in which food prices rose less thant 
the over-all index. In addition, there was asizeable 
expansion in employment (about 8 per cent m 
industry and construction). 

Production increased more rapidly that 
employment, in many cases owing to md 


Ss 


| 
| 


[. 
) 
| 


ntensive use of available capacity and a supply of 
nputs whose relative prices had to be kept steady, 
hereby adding considerably to enterprises’ 
wrofits. These developments, combined with 
jasier credit facilities, led to a marked increase 
‘no the volume of investment and particularly in 
he flow of private capital (see table 90). 


MAJOR SECTORS OF ACTIVITY 


| The progress of agriculture was handicapped 
vy bad weather conditions which seriously 
\ffected export crops (coffee and cocoa), reducing 
jhem to 20 per cent below their 1967 levels. 
Among commodities for domestic consumption, 
he bean harvest was a good deal smaller and the 
fajor crops (rice and maize) were also reduced to 
ome extent, although absolute levels of output 
yutstripped domestic demand and left an appre- 
jiable margin for export. Agricultural production 
is a whole remained the same as in 1967. 


| Manufacturing industry continued to recover 
tom the low level it had dropped to in March 
967. Most of the principal branches were more 
juoyant—traditional and dynamic alike—and 
pecstty as a whole achieved a growth rate of 
per cent (see table 91). Among the dynamic 
adustries, special mention should be made of 
he following: transport equipment, and the 
jotor-vehicle industry in particular, which 
chieved an annual output of 280,000 vehicles; 
he chemical industry, especially plastics and 
erfumes ; electrical equipment, including appara- 
as and household appliances; and metallurgy, 
Specially the steel industry, which was once 
gain able to use its surplus capacity. The metal- 
‘ansforming industry also made tremendous 
(rides despite the competition of imported 


Table 91. Brazil: preliminary estimates of the 
industrial product, 1968 


Percentage variation 


1967 1968 
I. Extractive industry (mineral 
products) . 5.61 12.58 
IJ. Transforming industries 2.39 14.91 
Processing of non-metallic 
minerals . 8.58 14.71 
Metallurgy . —2.48 9.47 
Metal-transforming 3.83 35.63 
Electrical and communications 
equipment F ; — 24.84 
Transport machinery and 
equipment 0.18 21.82 
Wood. De — 
Furniture and accessories — — 
Paper and paperboard . 15.93 16.02 
Rubber products . 8.21 9.64 
Leather, hides and skins and 
allied products . 8.94 — 
Chemical products 3.43 13.00 
Pharmaceutical and medicinal 
products . : : — — 
Toilet preparations, soaps, 
candles : , _ -- 
Plastic products _ 11.55 
Textile goods —1.97 19.98 
Clothing, footwear and other 
made-up textile goods —5.76 18.45 
Food products : 7.32 6.11 
Beverages . —12.42 2.82 
Tobacco. ‘ 9.57 13.05 
Printing, publishing and allied 
industries . : 4 — — 
Miscellaneous _ — 
II. Construction . 9.32 17.38 
IV. Industrial public utilities 4.85 12.74 
TOTAL 2.85 14.91 


SOURCE: 


Table 90. Brazil: total supply and demand, 1960 and 1966-68 
(Millions of new cruzeiros at 1960 prices and percentages) 


Getulio Vargas Foundation, 
Institute of Statistics, National Accounts Centre. 


the Brazilian 


Annual growth rates 


}onomics, National Accounts Centre. 
| #* Estimates, 
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1960 1966 1967 1968 
1960-66 1967 1968 
otal supply 2,621.6 3,248.7 3,417.7 3,685.2 3.6 5.0 7.8 
Gross domestic product. 2,418.8 3,076.1 3,230.0 3,450.0 4.1 5.0 6.8 
| Import of goods and services 202.8 172.6 187.7 235.2 —2.7 8.7 2513 
\ptal demand . . 2,621.6 3,248.7 3,417.7 3,685.2 3.6 74 7.8 
| Exports of goods and services. 166.8 223.0 220.3 247.9 50 —1.2 D'S) 
| Total investment . 418.5 490.0 510.0 560.0 Pes 4.1 9.8 
| Fixed investment 399.7 390.0 410.0 490.0 —0.4 yy! 19.5 
| Total consumption 2,036.3 2,935.1 2,687.4 2,877.3 37/ 6.0 7.1 
| General government . 370.7 355.6 363.0 374.0 —0.7 2.1 3.0 
Private 1,665.6 2,180.1 2,324.4 2,503.3 4.6 6.6 7.7 


| Source: 1960 and 1966-67: ECLA, on the basis of data from the Getulio Vargas Foundation, Brazilian Institute of 


capital goods, which benefited from a cut of 
nearly 50 per cent in the protective tariffs 
established for national industry in 1965-66. 
Between January and July 1968 the Sdo Paulo 
metal-transforming industry raised output more 
than 16 per cent over its level during the same 
period of 1967. The impact of this expansion was 
felt most strongly by the branches producing 
heavy capital goods, loading equipment, agri- 
cultural machinery and textile equipment, whose 
growth rates exceeded 20 per cent. The only sub- 
sector which declined was machine-tools, ap- 
parently because its production structure was 
not flexible enough to adjust to changes in 
demand. The traditional industries also re- 
covered, and textiles in particular achieved very 
high growth rates for both production and 
employment, apparently surpassing the 1962 
levels. 


Construction is thought to have made even 
greater progress than manufacturing industry. 
It increased more than 19 per cent, thus 
strengthening the trend which began with the 
inauguration of a financing scheme based on the 
substantial resources allocated to the National 
Housing Bank (Banco Nacional de Habitagdo)* 
and the development of an expanding private 
financing market for housing bonds. The rate 
had already been high the year before (nearly 10 
per cent), and in 1968 the Bank, with the sizable 
addition of the Wage Fund (Fundo de Salarios), 
which was put at its disposal, built 170,000 
low-cost housing units and helped to finance the 
private construction industry. The cement in- 
dustry was unable to keep pace with the rising 
tide of demand and nearly 500,000 tons of 
cement had to be imported. 


? The proportion was 1.2 per cent of the total wage and 
salary bill for the country as a whole. 


Table 92. Brazil: national exchequer — revenue, 1967 and 1968* 
(Millions of new cruzeiros and percentages) 


Item Current value 


(at January 1967 prices) 


{ 
In the mining sector, the two major product 
responsible for the high average rate of gro 
(more than 12 per cent) were petroleum, with an 
increment of 12.3 per cent, and manganese. 
mainly for export, output of which expanded by 
over 20 per cent. Imports of crude petroleum 
and petroleum products nevertheless rose 
sharply, and the import coefficient does not seem 
to have dropped in relation to total expenditure, 
since the daily output of 200,000 barrels of 
petroleum was too little to cover even half the 
domestic requirements. 


The electric power industry raised its annual 
output by nearly 13 per cent, as a result of the 
extension of the distribution network and, in 
particular, the expansion of capacity in the State 
concern, ELETROBRAS. 


ECONOMIC POLICY ASPECTS 


Fiscal. Theexecution of the general government 
budget in 1968 was more favourable than in the 
previous year. Total income rose more than 23 
per cent in real terms, mainly because of a sub- 
stantial increase in the revenue from taxes on 
industrial goods and imports, which stemmed, in 
its turn, from the expansion of the taxable 
economic base (see table 92). 


Expenditure increased less, and its structure 
changed considerably: outlays on consumption 
were cut by nearly 30 per cent and direct general 
government investment by more than 6 per ce’ 
while current transfer payments expanded by 
per cent and capital payments by 10.6 per cent 
(see table 93). Under current transfer paymen 
the State and Municipal Participation Fur 
(Fundo de Participacaéo dos Estados e Munic 
pios), made up of 20 per cent of the reven 
from the two chief Federal taxes (on industrii 
goods and income), plays a fairly importa 
role. The Fund gives a disproportionate amouw 


Percentage increase 
1968 


Constant value 
Percentage share 


1967 1968 1967 1968» 1967 
Taxes 5,152.6 8,491.0 4,654.6 6,181.0 +32.8 85.6 
Processed goods POA A) 4,324.9 2,050.0 3,147.4 +53.5 S77, 47.0 
Income . 1,389.6 1,869.3 1,256.1 1,359.4 +8,2 23.1 20.3 
Imports. F 403.8 736.6 364.3 53547, +47.0 6.7 8.08 
Flat rate on electricity 103.7 133.5 92.4 93.8 +1.5 i ey 1.44 
Minerals 29.0 33.0 gee 26.8 —1.5 0.5 0.4 
Flat rate on fuels and 
lubricants . 955.3 1,393.7 864.6 1,017.9 +17.7 15.9 152 
Other* : , 867.9 704.2 783.0 515.6 — 34,2 14.4 7 
TOTAL 6,020.5 9,195.2 5,437.6 6,696.6 +23.2 


> Provisional figures. 
© Including unclassified revenue. 


Source: Central Bank. 
* January—November each year. 
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Table 93. Brazil: national exchequer — expenditure, 1967 and 1968? 
(Millions of new cruzeiros and percentages) 


Item Current values 


(at January 1967 prices) 


1967 1968 


1967 


Constant values Percentage increase 


Percentage share 


1967 1968 


1968» 1967 


urrent expenditure . - 4,604.8 6,465.6 
Purchases of goods and 
‘yservices . 3 naeee2, 935!3 2,530.6 
‘Transfer payments . 1,669.5 3,935.0 
apital expenditure 2,834.0 3,729.4 
Investment ; 708.5 816.2 
Transfer payments . 225-5 2,913.2 
TOTAL 7,438.8  10,195.0 


Source: Central Bank. 
* January-November each year. 


' aid to the under developed areas of the 
ordeste; in 1968 such payments represented 
tarly half the total transfers made and ex- 
veded the cash deficit of the National Ex- 
jequer. At the end of the year a presidential 
me was promulgated, restricting the share of 
lese areas to 12 per cent. 


‘The Exchequer’s cash deficit was brought 
dwn to some 1,200 million new cruzeiros. This 
as about 40 per cent less than in 1967 and 1.6 
‘rcent of the product. 


Monetary and financial aspects. Although the 
dvernment deficit weighed less on the monetary 
‘pansion than in past years, the pressure ex- 
ted by the private sector increased appreciably. 
onsequently, the 15 per cent increase in the 
eans of payment, which was allowed for in the 
onetary budget, was transformed into 40 per 
it by the end of the year. 


The forms and machinery of financing have 
cently included a considerable expansion in the 
‘ivate institutions that provide the major in- 
istrial and commercial firms with working 
|pital, and directly or indirectly finance the sale 
| durable consumer goods. The loans and 
tancing thus made available, which, at the end 
| 1964, constituted less than 7 per cent of the 
|tal resources of the financial system tied up in 
lorking capital for the private sector, have now 
iimbed to 20 per cent of the total; this is virtually 
\ual to the short- and medium-term loans given 
| the Banco do Brasil (a government concern) 
jid nearly 40 per cent of all financing by com- 
jercial banks. The Government refrained from 
acing a large number of public bonds on the 
| ket during the year, so as not to compete with 
jivate financing agencies or to drive up the rate 
interest paid by the firms that make use of such 
lsources in the form of working capital. A 
imber of fiscal measures were taken to improve 
i financial situation of financing enterprises and 
4 the stock market by allowing the revaluation 


1 


4,177.4 4,733.6 13.3 61.9 63.4 
2,665.7 1,851.6 — 30.5 39.5 24.8 
1 SLT 2,882.0 90.6 22.4 38.6 
Zeeaiee W251 32.0) 6.3 38.1 36.6 

641.1 597.3 SR 9.5 8.0 
1,930.1 2ASSS 10.6 28.6 28.6 
6,748.7 7,466.2 10.6 100.0 100.0 


> Provisional figures. 


of working capital and the capitalization of 
reserves without payment of taxes. Income tax 
payable on bearer bond dividends was also 
reduced. 


Public banks, such as the National Economic 
Development Bank (Banco Nacional do Desen- 
volvimento Econ6mico—BNDEB), the National 
Housing Bank, the Banco do Brasil and the 
Banco do Nordeste, which are the main financial 
agencies continued to be primarily responsible 
for providing the private sector with long-term 
capital. The expansion of these operations was 
due to the inauguration of the National Housing 
Bank, with its network of agents dealing in 
housing bonds backed by the Bank, and to the 
Fund for the Financing of Medium-scale In- 
dustry (Fundo de Financiamento a la Mediana 
Industria—FINAME) and other funds specially 
established for financing small - and medium- 
scale industry. These fund were originally 
associated with BNDE, which is still the major 
source of capital for investing in private industry, 
as well as the depositary of public funds for top- 
priority investments in infrastructure and basic 
industries. 


Prices policy. Although direct anti-inflationary 
measures loomed less large in economic policy, 
the rise in domestic prices was no greater than in 
1967 (24 per cent). This was partly due to a 
favourable financial year, but the main reason 
was the growth of the economy, which enabled it 
to absorb excess liquidity. 

The policy of minimum agricultural prices was 
maintained without any increase in real terms, 


‘ and rents were adjusted at rates equivalent to the 


rise in the cost of living or in the minimum legal 
wage, while the cost of electricity and the prices of 
steel produced by the State companies also 
increased, but only to a limited extent. At the end 
of December, the Government announced its 
intention of freezing the prices of food, beverages 
and medicaments for three months and of re- 
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vising its rent policy in order to improve the 
living conditions of the poorer urban groups. 
Measures to be enforced by the Ministry of 
Finance in 1969 included the scaling down of the 
Federal budget deficit by rechannelling some of 
the resources that would otherwise be allocated 
to the Participation Fund for states and munici- 
palities. 

Foreign trade policy. The year 1968 saw the 
continuation of the export promotion drive 
launched in 1964 through special bank credit 
lines set up to aid the production of manufactures 
for export, the implementation of export credit 
insurance, and reductions in the tax on pro- 
cessed goods for export. 


In matters of exchange policy, after August 
1968 the length of time between adjustments was 
shortened to such an extent that the net result 
was the establishment of a flexible exchange rate. 
The rate of devaluation over the year was 20 per 
cent, which was less than the rise in domestic 
prices. In addition, the trend towards lower tariff 
levels begun in 1964 was continued. 


In external financing, it was recognized that 
international financing agencies should plan 
their co-operation for several years at a time, in 
order to offer some degree of security and 
continuity in the work of domestic programming. 
The Ministry of Planning was entrusted with the 
co-ordination of external credits, and no Federal 
union guarantee could be obtained without its 
express authorization. 


The strategic development programme. In mid- 
year the Government published its plan of action 
for 1968-70. The plan laid down the terms and 
operational methods for longer term planning 
and stipulated that the public sector should 
participate in capital formation and the sectoral 
allocation of resources. 


The plan underlines the need to diversify the 
dynamic sources of development through a long- 
term strategy aimed at expanding the domestic 
market in order to open the way for continuous 
and self-sustained growth. Two phases are en- 
visaged: the first, up to 1970, will be transitional; 
economic growth will be based on the revival of 
activity, mainly through utilization of idle pro- 
duction capacity and will thus involve little 
investment, while during the second stage, 
growth will be more directly dependent on an 
increase in the saving-investment rate. 


During the first stage, the rate of inflation will 
have to be gradually slowed down as develop- 
ment is reactivated, and public investment 
should be guided towards the key economic and 
social sectors so that growth can be placed on a 
sounder footing during the second stage. 


{ 

Government policy for increasing the amount ¢ 
income ayailable and stimulating demand fo 
non-durable consumer goods will be focused o: 
wage policy, so as to recover over the mediur 
term the loss in real wages that took place betwee: 
1965 and 1967, and on the reduction of the marg 
inal tax burden and the real costs of public ser 
vices. On the supply side, the competitive capacit 
of domestic industry would be strengthened and. 
long-term policy adopted for the restriction an 
reduction of the costs of basic inputs, the pro 
motion of scientific and technological develop 
ment, research into mineral resources and th 
rationalization and diversification of traditioné 
industries. 


THE EXTERNAL SECTOR 


In 1968 foreign trade reached unprecedente 
heights. The value of exports of goods and service 
rose to 2,070 million dollars whileimports exceede 
2,300 million (see table 94 and figure VII). Theitem 
that ranked foremost in the expansion of export 
were coffee, with an increase of over 13 per cen 
in volume at firm world market prices; cottor 
iron ore, sugar and pinewood, with an averag 
rise of 30 per cent in value; and maize and meat 
which, in expanding by the exceptional amour 
of approximately 200 per cent, became two of th 
major export items. Iron and sugar were mainh 
aided by the rise in world market prices, sine 
the volume of ore exported increased very little 
while that of sugar contracted. The only signifi 
cant reductions were in manufactures, cocoa 
hides and skins, soluble coffee and wool. 


In imports, the items which increased the mo: 
(in every case by nearly 40 per cent) were 

materials—except petroleum and wheat—ami 
capital goods, an increment responding to th 
needs of the high rate of industrial growth am 
the vigorous expansion of investment. Imports 0 
machinery and equipment in general and of pari 
and pieces for the metal-transforming, transpol 
and electrical equipment industries amounted 

some 700 million dollars. Although the margin 
of tariff protection were lowered, the increase ii 
imports of food and beverages was fairly moderat 
(less than 6 per cent). ¥ 


The balance for services is still very uci 0 
the debit side. Net payments of dividends oi 
foreign capital were over 300 million dollars, 0 
which over 100 million represented remittanee 
of profits. Non-financial services, freight, 
surance, etc., showed a deficit of about 
million dollars, which was greater than in 
previous year. 

The deficit of over 500 million dollars 
current transactions was more than offset by 
much bigger inflow of non-compensatory capit 
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Table 94. Brazil: balance of payments, 1960 and 1965-68 
(Millions of current dollars) 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services ; 1,459.0 1,747.0 1,875.0 1,821.0 2,071.0 
Goods . : : : : 1,270.0 1,596.0 1,741.0 1,654.0 1,881.0 
Services . é 189.0 151.0 134.0 167.0 190.0 
Imports of goods and services : 1,786.0 1,280.0 1,703.0 1,880.0 2,342.0 
Goods, f.o.b. . : ; ; 1,293.0 941.0 1,303.0 1,441.0 1,855.0 
Services ‘ ; : 493.0 339.0 400.0 439.0 487.0 
Net investment income . : 4 —194.0 —259.0 —2840 —295.0  —325.0 
Net private transfer payments : —13.0 +39.0 +45.0 +50.0 +60.0 
Balance on current account . : —534.0 +247.0 —67.0 —304.0 —536.0 
Capital account 
Net external financing . ; ‘ +534.0 —247.0 +67.0 +3040 +536.0 
Net non-compensatory foreign ' 
capital . - ; 5 : +233.0 +131.0 +250.0 +202.0 
Direct investment. : 5 +138.0 +154.0 +159.0 +115.0 
Non-compensatory loans . : —19.0 —9.0 +79.0 +118.0 
Short-term liabilities . : ; +970  -—500 -—22.0 —58.0 > +623.0 
Official transfer payments . ; +17.0 + 36.0 + 34.0 +27.0 
Net non-compensatory domestic 
capital or assets ° . ‘ — 38.0 —8.0 — 44.0 — 37.0 
Errors and omissions . 4 ' +10.0 —31.0 —19.0 —27.0 


Compensatory movements 


} Balance-of-payments loans and 


Movements of gold and foreign 
exchange (increase —) 


mates, 


he balance of payments therefore closed with a 
lus of over 80 million dollars, which im- 
‘oved the net monetary position of the Central 
ank. Short-term credits seem to have been the 
‘incipal item in this inflow, and are still governed 
y Instruction 289 of the former monetary and 
edit agency (Superintendencia da Moeda e 
rédito—SUMOC) and resolution 63 of the 
mtral Bank. In fact, during the first half of the 
‘ar alone, more than 250 million dollars en- 
red the country in the form of non-compen- 
tory capital. 


Colombia 
OVER-ALL TRENDS 


According to provisional estimates based on 

for the first half of 1968, the growth rate of 
Colombian economy for 1968 will probably 
| above 5 per cent. This would be a consider- 
ile improvement over the rate for 1967 (3.9 per 
nt), and would also exceed the average annual 
te of 4.6 per cent recorded in 1960-66 (see 

Vit) 


(increase —) . +329.0 —339.0 -—120.0 +166.0 
Net compensatory foreign capital +320.0 —117.0 —153.0 —112.0 


deferred import payments . +211.0 —131.0 -—78.0 —63.0 — 87.0 
| Other liabilities of the monetary 
authorities . ; é : +94.0 — 6.0 — 18.0 —16.0 
IMF position 5 : +15.0 +200  —570  —33.0 


+90 +222.0 +33.0 +278.0 
Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA esti- 


The major sectors of economic activity grew 
at a faster pace than in 1967, with the exception 
of mining, which continued to decline (see table 
95). 

A very pronounced rise in imports and a 
smaller, but substantial, rise in exports meant 
that the domestic supply of goods and services 
increased more rapidly than the total product. 
As a result, there were substantial increases in 
both consumption and investment (slightly over 
5 per cent in total investment and almost 8 per 
cent in fixed capital investment); the increase in 
consumption was mainly attributable to private 
consumption, while under investment the ex- 
pansion of construction was the most striking 
feature (see table 96). 

The expansion of total supply helped to keep 
the rise in domestic prices within reasonable 
limits, which continues to be the main objective 
of the principal economic policy instruments. 
In 1968, the consumer price indexes rose by 
7.6 per cent for employees and 7.4 per cent for 
workers, compared to rates of 9 and 8 per cent 
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Figure VII. Colombia: 1960-68 
(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


TOTAL PRODUCT 


PER capita 
PRODUCT 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
AND SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT* AND 
INTEREST ON THE 
EXTERNAL DEBT (net) 


1960 6 62 63 64 #65 66 67 68 


respectively for the same period in 1967 and a rise 
of some 14 per cent in 1966. 

Despite the increased deficit in the balance of 
payments on current account, the country’s 
international monetary reserves grew for the 
second year in succession, as a result of a larger 
inflow of non-compensatory capital. 


THE MAJOR SECTORS OF PRODUCTION 


According to preliminary estimates, the agri- 
cultural sector grew during 1968 at a rate of some 
5.5 per cent, with large increments in rice, cotton, 
banana and sugar output; livestock production 
rose by almost 6 per cent and there was a sub- 
stantial expansion in fisheries production. A 
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Table 95. Colombia: growth of the gross domestic pro | 
by sector of economic activity, 1960-66, 1967 and | 


Annual growth rates” 


Sector (percentages) 


1960-66 1967 
Agriculture 2.9 3.9 
Mining. 2.1, er 
Manufacturing 5.7 4.3 
Construction. 4.6 6.5 
Goods . 3.8 3.8 
Electricity, gas and water 8.2 6.4 
Transport and communications 5,5 Za 
Basic services A , ‘can gee 28 
Commerce and finance . 5.6 3. 
Government . A 5.8 3.5 
Miscellaneous services a2 5.8 
Other services 55 4.1 


Growth rate of the total product 4.6 


Source: Banco de la Reptblica, Economic Researe 


Department. 
*ECLA, provisional estimates based on incompl . 
statistics. 


factor promoting this growth was the increase 
amount of credit granted by the Colombig 
Land Reform Institute (Instituto Colombiano di 
la Reforma Agraria—INCORA), the Livestos ; 
Bank (Banco Ganadero) and the Agriculturs 
Credit Bank (Caja de Crédito Agropecuario). 


Mining production again declined, at a mv 
faster pace than in 1967, particularly the outf 
of petroleum, gold and silver. The decline wi 
more than 8 per cent for petroleum, 7.2 per © 
for gold and 9.1 per cent for silver. 


The growth of industry (about 6.5 per 
was fostered by the expansion of specific 
programmes. There were significant increases it 
cement (12 per cent), sugar (11 per ce 
caustic soda (17.8 per cent) and gasoline pr 
duction (19 per cent), which reflect the dynami 
not only of the activities producing such mani 
factures but also of those that use them as inpt 
Production of electrical energy and liquid gas a 
rose (about 11 and 19 per cent respectively), amt 
there were similar rises in construction, judgi 
from the increase in the consumption of cemi 
and the number of building permits issued. 


THE EXTERNAL SECTOR 


Initial estimates of the balance of payments 
1968 show an increase of 9 per cent in the cu: 
value of exports of goods and services and of 
per cent for imports. This raised the deficit | 
current account to 132 million dollars in 1$ 
compared with 89 million in 1967. 


The rise in exports for the second year 
succession was a very positive factor, pi 
ticularly since the average annual growth rate 
exports in the nineteen-sixties has been abo 


Table 96. Colombia: 


total supply and demand, 1960 and 1966-68 


| Source: ECLA, on the basis of data prepared by the 
janco de la Repiblica, Economic Research Department. 


‘er cent, with marked differences from year to 
\ear. This improvement was due in large measure 
2 the rise in coffee exports—S00,000 more bags 
ere exported than in 1967—while increased 
ales of other less important exports totalled some 
60 million dollars, with pronounced increases 
‘1 some new industrial products (made-up textile 
ods, textiles, paper, paper-board, chemical and 
harmaceutical products), and in agricultural 
oducts such as cotton and livestock. There was 
Iso a slight recovery in world prices for Colom- 
ian coffee. 

| The marked upswing in imports followed the 
vere drop of 25 per cent in 1967 as a result of 
lirect controls and exchange control, and thus 
1 absolute terms still remained below the high 
‘vel achieved in 1966 (see table 97 and figure 
It). The increment largely consisted of inter- 
iediate and capital goods, while imports of con- 
imer goods declined. 


‘These changes in import and export levels 
creased the deficit in the balance of payments 
Ocurrent account, although the increased inflow 
f foreign non-compensatory capital meant that, 
efore compensatory financing, the balance of 
ayments showed a surplus similar to that of 
967, thus indicating the monetary authorities’ 

icy of strengthening the country’s net gold 
ad foreign exchange position. 


SOME FEATURES OF SHORT-TERM ECONOMIC 
A POLICY 


Monetary policy Jed to a 16 per cent increase 
. the means of payment which was lower than 
e 22 per cent increase in 1967. This helped to 
trol possible inflationary pressures arising 
the monetary situation in 1967 and from 


Millions of pesos at 1960 prices Tee 
1960 1966 1967 1963 1960-65 1957 1958 
Votal supply . : 30,579 40,189 40,142 42,729 47 -0.1 64 
Gross domestic product “ 26,418 34,647 35,998 37,906 4.6 3.9 5.3 
Imports of goods and services 4,161 5,542 4,144 4,823 49 —252 16.4 
ota! demand . 30,579 40,091 40,145 42,729 46 —01 64 
Exports of goods and services 4,164 4,626 5,093 5,509 18 10.1 8.2 
Total investment . ‘ S477 = 7,094 7,225 =—- 7,600 44 18 32 
Fixed investment . 4,827 5,472 5,725 6,170 2.1 4.6 78 
Machinery and equipment 2,130 2153 2,190 2320 0.2 17 3.9 
Construction LOSE S319 © 353K 3383 3.5 6.5 8.9 
Total consumption : 20,938 28,469 27,824 29,620 5.2 —23 6.5 
| General government. 1,659 2257 2,336" 2,450 a3 a 49 
Private . 19,279 26,212 25,488 27,170 5.2 —2.8 6.6 


_ ™ ECLA, provisional estimates based on incomplete 
indicators. 


any possible surplus linked to the rise in net 
international reserves during 1968. At the be- 
ginning of the year, bank cash reserves covering 
demand and thirty-day liabilities were therefore 
increased in order to curb the growth of current 
account deposits. In addition, it was decided to 
reduce the amount of reserves payable ondemand 
as from July 1968 and gradually to eliminate the 
machinery under which part of bank cash 
reserves could be held in government scrip. At 
the same time, attempts were made to guarantee 
short-term financing for the main productive 
activities through the Fund for Agricultural 
Financing (Fondo Financiero Agrario) and the 
Fund for Industrial Financing (Fondo Financiero 
Industrial). 


Credit policy was closely linked to the measures 
adopted with respect to bank cash reserves and 
reserve liquidity. Broadly speaking, bank credit 
in current terms rose at a lower rate (9.3 per cent) 
in 1968 than in 1967, when it was 14.4 per cent. 
More credit was extended to mining, commerce 
and construction than in 1967, but less to stock 
farming and industry, while the level for agri- 
culture remained the same. In addition, the 
special credit institutions stepped up their loans 
to industry and agriculture considerably, partly 
through the channelling of external loans. 


Both the income and expenditure of the 
Central Government rose by more than 20 per 
cent at current prices, although the relative share 
of each item of expenditure fell within the 
ranges set in 1967. There was also an increase 
in the burden of taxation, through tax credit 
certificates, higher income taxes and heavier 
import duties but the revenue from the charges 
on exchange transactions declined. 
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Table 97. Colombia: balance of payments estimates, 1960, and 1965-68 i 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services 589.1 709.0 663.0 704.0 767.5 
Goods 495.3 591.0 534.0, $58.0 605.5 
Services 93.8 118.0 129.0 146.0 162.0 
Imports of goods and services 634.4 653.0 867.0 688.0 795.2 
Goods, f.o.b. 496.4 430.0 639.0 464.0 559.2 
Services 138.0 223.0 228.0 224.0 236.0 
Net investment income . , — 39.6 —79.0 —86.0 —105.0 —104.0 
Net private transfer payments +0.4 +4.0 0.0 0.0 0.0 
Balance on current account — 84.5 —19.0 —290.0 —89.0 —131.7 
Capital account 
Net external financing . +84.5 +19.0 +290.0 +89.0 +131.7 
Net non-compensatory foreign 
capital . ; +30.5 +12.0 +249.0 +48.0 
Direct investment +2.5 +10.0 +40.0 +41.0 
Non-compensatory loans +8.5 +75.0 +103.0 +69.0 
Short-term liabilities . +14.2 —81.0 +96.0 —84.0 > +192.4 
Official transfer payments . +5.3 +8.0 +10.0 +22.0 
Net non-compensatory domestic 
capital or assets ‘ +14.1 —17,0 +26.0 + 13.0 
Errors and omissions +44.0 +67.0 —27.0 +98.0 
Compensatory movements 
(increase —) —4,1 — 43.0 +42.0 —70.0 
Net compensatory foreign capital . — 66.3 —45.0 + 33.0 — 64.0 
Balance-of-payments loans and 
deferred import payments — 43.8 — 23.0 +36.0 —98.0 — 60.7 
Other liabilities of the monetary 
authorities — 13 +2.0 —1.0 aa 
IMF position —21.2 —24.0 —2.0 + 34.0 
Movements of gold and foreign x 
exchange (increase —) +62.2 +2.0 +9.0 —6.0 Z 
Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA * 


estimates. 


Exchange policy continued to be regulated by 
the exchange law of March 1967, which estab- 
lished two types of market: one for capital, at 
a fixed rate of 16.30 pesos to the dollar, and 
another for exchange certificates, at a fluctuating 
rate, fixed initially at 13.50 pesos to the dollar. 
Since March 1967, the rate for exchange certifi- 
cates has risen slowly but surely and at the 
beginning of June 1968 rates in the two markets 
stood at parity. Accordingly, the Monetary 
Council (Junta Monetaria) decided to transfer all 
the exchange transactions handled on the capital 


tic product was about 8 per cent, which implies 
4.5 per cent increment in per capita income (se 
table 98 and figure IX). 

Agricultural production achieved a not€ 
worthy expansion of 14 per cent, largely becaus 
the banana-growing area had been enlarged i 
previous years and the weather conditions wel 


Table 98. Costa Rica: annual growth rate of the gro: 
domestic product by sector of economic activity, 1960-6 
1967 and 1968 


market to the exchange certificates market; 1960-005 1a 
this brought the exchange rate closer into line Agriculture. 3 ; oY °3.85 6.4 ieee 
with the supply of and demand for foreign ex- Manufacturing . : ; : 9.9) 350 Saha 
change and also helped to eliminate speculation. Construction? . ; . 14S TO ae 
Goods . : : , . do 78a 

; Basic services® . : ) ; 68> 7s 29 

Costa Rica Other services . 7.3 77 Ge 


GENERAL FEATURES 
In 1968 the economy of Costa Rica kept up the 
high growth rate which has been characteristic of 
it in recent years. According to provisional 
estimates, the rate of increase of the gross domes- 


Growth rate of the total product 64 Ahh 8.1 
ae 


Source: ECLA, on the basis of official statistics. 

* Estimates. 

> Including mining. 

© Including electricity, gas and water, and transport at 
communications. 
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Figure IX. Costa Rica: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


PER CAPITA 
PRODUCT 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


e! Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
AND SERVICES 


! 
EXPORTS OF GOODS 
“AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) 


good for rice, maize and sugar, which are the 
most important of the crops grown for domestic 
consumption. Activity in the manufacturing 
sector, under the stimulus of rising income and 
regional demand, also showed an appreciable 
increase (11.3 per cent). Construction trends, 
however, flattened out, as a result of the reduc- 
tion of public investment. 

As in previous years, the mainspring of 
economic activity was the external sector, whose 
development made for an improvement in in- 
come and employment levels. There was a much 
bigger increase than in 1967 in exports of goods, 
the value of which soared to 170 million dollars. 
This upswing is attributable mainly to the ex- 
pansion in the volume of bananas sales and, ona 
smaller scale, of coffee and livestock sales, since 
export prices were inclined to weaken. The 
growth rate of exports of manufactures to the 
Central American market remained rapid, with 
the resultant strengthening of industrial activities. 


External market and regional demand pros- 
pects continued to provide incentives to private 
investment, which rose 10 per cent above its 1967 
level, and was primarily channelled into the 
manufacturing sector and banana production in 
the Atlantic zone. Implementation of the pros- 
gramme aimed at trebling the banana-growing 
area—which was launched in 1967 and is 
scheduled for completion in 1970—continued 
without interruption. 


The components of domestic demand played a 
less active role in 1968. This is largely due to the 
stabilization measures adopted by the Govern- 
ment to curb the growth of consumption and 
thus improve the balance-of-payments position. 
The sales tax and the exchange and credit 
restrictions applied in 1967 seem to have kept the 
increase in private consumption down in 1968, 
but it reached 5.9 per cent all the same, as against 
7.2 per cent in the preceding year (see table 99). 


Table 99. Costa Rica: total supply and demand, 1960 and 1966-68 
(Millions of colones at 1960 prices) 


1960 1966 1967 1968" 
Total supply n 5 3,562.0 5,260.1 5,655.9 6,108.3 
Gross domestic product 2,811.0 4,072.0 4,386.0 4,740.0 
Imports of goods and services 751.0 1,188.1 1,269.9 1,368.3 
Total demand . 5 3,562.0 5,260.1 5,655.9 6,108.3 
Exports of goods and services 583.0 900.7 991.1 1,175.9 
Gross fixed investment 479.0 689.0 743.0 717.0 
Public 95.0 150.1 165.8 142.2 
Private : 384.0 538.9 S72 634.8 
Total consumption 2,500.0 3,670.4 3,921.8 4,155.4 
General government 328.0 511.6 535.6 569.9 
Private 2,172.0 3,158.8 3,386.2 3,585.5 


Source: ECLA, on the basis of official statistics. 


* Estimates. 
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Cuts in its administrative expenditure and other 
current outlays enabled the Central Government 
to reduce its rate of expansion to 5.6 per cent, 
compared with 9.7 per cent in 1967. At the same 
time tax revenue was boosted by 16 per cent, 
thanks to new sales taxes and temporary income 
and land tax surcharges. This halted the rapidly 
rising trend shown by the budget deficit in the 
preceding five-year period. For the first time in 
three years the Central Government had a mar- 
gin of savings at its disposal for the financing of 
investment. Its value in absolute terms, however 
(21 million colones), was barely one third of what 
it had been in 1962, and it was enough to finance 
only 10 per cent of the total public investment 
projected for 1968 (216 million colones). 

The inadequacy of domestic saving and, up to 
a point, handicaps of a technical nature reduced 
public investment by 14 per cent in relation to 
1967. It was for this reason that the construction 
work for the new port of Limon and the building 
of the highway to link it up with the capital 
were temporarily shelved. 

The measures designed to check the expansion 
of domestic demand helped to slow down the 


Table 100. Costa Rica: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


earnings. Hence it was possible to reduce the 
deficit on current account (see table 100 and 
figure IX). Although net inflows of capital were 
smaller than in 1967, they sufficed to cover the) 
deficit and enable gold and foreign exchange 
reserves to be considerably increased. 


AGRICULTURAL AND INDUSTRIAL é 
PRODUCTION ‘ 
Thanks to a combination of favourable cir 
cumstances, agricultural production boomed it 
1968/69. Weather conditions, plus the impact of 
credit policy and the technical assistance given to 
farming for domestic consumption, generated 
increases of 20 percent in output forexport and$ 
per cent in output forthe home market. Livesto 5 
production also expanded, although on a smaller 
scale. 
So vigorous an upswing in output for export 
was primarily due to a bumper banana crop 0 
682,800 tons (or 39.5 per cent more than 1 
1967/68), which was big enough to permit of ¢ 
substantial increase in external sales. ese 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . 104,5 136.8 163.4 173.5 205.0 
Goods ; F 87.0 1117" 135.7") 1433" 176 
Services ; 17.5 2554 PARI 30.2 35.0 
Imports of goods and services 3 120.9 19954 62010. 215.5,59.2328 
Goods, f.o.b. ; 98.9 160.9 162.1 173.7 187.0 
Services : 22.0 38.5 38.9 41.8 45.8 
Net investment income : —3.7 -134 -15.0 -—17.0 —19.7 
Net private transfer payments . +0.8 +4.8 +4.8 +4,5 +4.0 
Balance on current account —19.3 -—71.2 -47.8 -—54.5 —43.5 
Capital account 
Net external financing +19.3 4+71.2 +4+47.8 +545 +43.5 
Net non-compensatory foreign capital +10.9 +55.6 +50.2 +66.5 
Direct investment . . , +2.4 +0.1 +146 +162 
Non-compensatory loans +0.7 +33.55 +254 415.8 
Short-term liabilities +45  +18.5 +6.7 +30.2 7 
Official transfer payments +3.3 +3.5 +3.5 43°05 56. 
Net non-compensatory domestic capital or 
assets . ; . —-17 —7.5 -6.9 —10.4 
Errors and omissions —1.1 +158  —-0.77 +15.2 
Compensatory movements (increase —) +11.2 +73 +5.2 -168 
Net compensatory foreign capital . . +99 +8.6 +3.2 -—15.4 
Balance-of-payments loans and deferred 
imports payments j +10.0 +1.5 +2.7 —15.3 13.2 
Other liabilities of the monetary authorities —_ — — —O1-( Tae 
IMF position . 0.1 +7.1 +0.5 — 
Movements of gold and foreign exchange 
(increase —) : : : +1.3 —1.3 +2.0 —1.4 
Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA 
estimates. 
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tsults were due to the extension of the banana- 
rowing area in recent years, which in turn had 
‘een made possible through the credits granted 
y the official banks and the guarantees to pur- 
hase accorded by the banana companies to in- 
ependent producers. 


| Coffee production in the current crop year is 
$timated at 82,900 tons, or 7.2 percent morethan 
1 1967/68. The quota of 939,902 bags assigned to 
Josta Rica by the International Coffee Council 
or the two-year period 1968-69 will thus be 
Iled, and, as in previous years, exportable sur- 
uses will be left over for new markets. Cocoa 
roduction fell a little short of its 1967/68 level, 
espite the fact that world market prices for 
Dcoa rose during 1967 and 1968. 


| Sugar production, which has gained momentum 
| the last few years with the increase in Costa 
\ica’s quota for export to the United States and 
te expansion of domestic demand, is estimated 
t 142,600 tons for the current crop year, and 
jlould thus exceed the 1967/68 volume by 10.7 per 
mt. This larger output was sufficient to cover a 
irther increase in sugar exports, which had 
(ready risen by 20 per cent in the preceding year. 
| ea to the policy of support prices and the 
flicial backing given to agriculture for domestic 
~»nsumption (which showed a marked accelera- 
‘on of its rate of growth), production of maize 
ad rice increased by 4.2 and 8.6 per cent, re- 
jectively, in relation to the previous crop year. 
ivestock production expanded by 4.7 per cent. 
‘his was a good deal smaller than the increment 
\hieved in the preceding farm year, but exports 
% this sector rose by 25 per cent in 1968, 


rgely because the Government was driven by 

irce of circumstances to modify its export 
‘striction policy in view of the possibility that 
€ eruption of the Arenal volcano might cause 
\sses of cattle in the area affected. 


In response to the stimulus of domestic de- 
jand and the incentives provided by the 
‘entral American Common Market, manu- 
\cturing output kept up the high growth rate of 
Je last few years, expanding by 11.3 per cent, 
‘id attaining a gross value of about 956 million 
ilones. 
|The trend towards strengthening production 
| intermediate as against consumer goods 

arpened in 1968. Thus, although their relative 
iiportance within the industrial sector is still 
f ght, the most rapid growth rates were re- 
tded for rubber products (37.9 per cent), 
emical products (13.4 per cent), and petroleum 
(rivatives, production of which began in mid- 
67. Attention should also be drawn to the in- 
(ease in the rate of expansion of the industries 
mufacturing machinery and electrical appli- 


ances, which raised their aggregate output for 
the year by 12 per cent. 


According to estimates, sixty-five projects for 
the installation of new industrial plants or the ex- 
pansion of others already in existence were put 
into execution in the course of 1968. Of these, 
thirty-seven were completed and twenty-eight are 
under way. Among the most important were 
the plants for the manufacture of textiles, papain, 
batteries and plates for machinery, fats, oils and 
lubricants, and transport material, as well as a 
sawmill and a factory making wood products. 
Of particularly far-reaching scope is the project 
for producing alumina from bauxite at San 
Isidro de El General, which represents a total 
investment of 60 million dollars. This plant will 
produce for external markets. 


The 1969 Operational Plan for Industry was 
approved in 1968, and draft legislation was sub- 
mitted on amendments to the Industrial Pro- 
tection and Development Act. These two mea- 
sures, together with the establishment of a 
Centre for Export and Investment Promotion as 
a semi-autonomous agency, may be regarded as 
the most salient features of the policy pursued 
in 1968 with a view to strengthening the manu- 
facturing sector. 


Chile 
MAIN ECONOMIC TRENDS IN 1968 


The drought that affected most of the country 
in 1968 had serious direct and indirect effects 
which partly explain the recent economic trends 
and further obstructed the efforts to curb in- 
flation. 


Preliminary estimates indicate that the total 
product increased by 2.5 per cent. This mainly 
reflects a growth rate of some 2 per cent for agri- 
cultural production, a decrease for construction, 
and only a slightly higher growth rate for in- 
dustry (see table 101). Consumer prices rose by 
27.9 per cent from December 1967 to December 
1968, compared with 21.9 per cent the previous 
year. 

In contrast with the slow growth of the total 
product, fixed capital investment increased by 
nearly 10 per cent over 1967, and consumption by 
4.5 per cent. Investment was boosted by the 
greater facilities for importing capital goods, 
the increase being largely the result of programmes 
for the expansion of the copper industry. 


The external sector continued to grow. The 
value of exports, which has now reached a 
higher level than ever before, increased relatively 
little, while imports rose substantially and for the 
first time exceeded 1,000 million dollars. Even 
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Table 101. Chile: growth rate of the gross domestic 
product by sectors of economic activity, 1960-66, 1967 
and 1968 


(Percentages) 


Annual growth rates 


Sector 


1960-66 1967 . 19688 
Agriculture . : ‘ Sena 3.9 —4.0 
Mining. i : : » SASS 0:6 — 
Manufacturing : 2 . RS Bs 3.0 
Construction . ‘ : ; 5.2 -66 -—3.5 
Goods . ‘i ‘ 5.9 1.4 0.4 
Electricity, gas, water, etc, : 7.8 10.7 2.0 
Transport and communications 12.0 —0.1 Pr 
Basic services : 11.4 Jip 2.4 
Commerce and finance . See 88) 6.2 2.9 
Government . ; : \ 3.2 22, ike | 
Miscellaneous services . : 3 SLT 5.4 
Other services : F 4.0 BD: Sif 


Growth rate of the total product 5.4 2.0 2.1 


Source: Up to 1967: ODEPLAN, Cuentas Nacionales de 
Chile 1960-1967. 1968: rovisional estimates based on 
partial indicators from official sources. Two sets of figures 
corresponding to two different concepts are available for 
agricultural growth: one calculated by ODEPLAN on the 
basis of value added at constant prices, which shows a 
growth rate of 8.1 per cent for 1966 and of 3.9 per cent (now 
under revision by ODEPLAN) for 1967; and the other 
calculated by the Agricultural Planning Office of the Ministry 
of Agriculture, which assesses gross production trends at 
constant prices and has found a rate of 5.7 per cent for 1966, 
of 6.1 per cent for 1967 and of 1.8 per cent for 1968. 

* Provisional estimates. 


so, the sharp upturn in the inflow of capital 
resulted in a surplus on the balance of payments 
before compensatory financing and an increment 
in Chile’s gold and foreign exchange reserves. 


MAJOR SECTORS OF PRODUCTION 


Agricultural production, which was affected by 
the drought in the central and northern areas, 
increased by what is provisionally estimated to 
have been 1.9 per cent in 1968. Crop farming 
suffered less than stock farming. The animal 
population, mainly sheep but also cattle to some 
extent, was reduced in quantity and quality by 
deaths, and losses in weight owing to the lack of 
fodder in the drought-stricken areas. This was 
counterbalanced to a certain extent by the good 
results obtained farther south. Other livestock 
products, including milk, eggs and poultry, 
showed an appreciable improvement in output. 
There was also a notable increase of about 30 
per cent in the fishing catch, which was partly 
accounted for by the larger volume of fish ear- 
marked for fish-meal production. 


The mining sector proceeded with its medium- 
and long-term expansion programmes backed by 
heavy investment; thus, the Copper Corporation 
(Corporacién del Cobre) reports that of a total 
programmed investment of 627 million dollars, 
225 million had already been invested by the end 
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of the third quarter of 1968. As regards presen 
activities, however, mining production as a whol 
grew hardly at all (0.6 per cent). Copper outpu 
remained at its 1967 levels, since the increases fi 
small- and medium-scale mining were cancelle: 
out by the drop in large-scale copper mining 
whose output was 519,000 tons, compared will 
536,000 in 1967. This reduction was largely due ti 
the water shortage which interfered with th 
supply of power, and affected the ore-processin 
operations and the El Teniente mine, where pro 
duction declined from 181,000 to 154,000 tons 
An analysis of the trends followed by othe 
branches of mining reveals widely differin 
results; substantial increases in the production 0 
iron and petroleum (10.7 per cent in both cases 
contrast with a sharp reduction of about 22 pe 
cent in nitrate output. Petroleum output wa 
2,177,000 cubic metres as against 1,966,000 i 
1967. 


Industry again showed a relatively sluggisl 
growth rate (of about 3 per cent), influenced 
inter alia, by the evolution of domestic deman 
and the restrictions placed on the supply o 
electric power as a result of the drought. Th 
data available show pronounced discrepancies ii 
the trends of certain items in particular. Whil 
steel production dropped nearly 12 per cent, tha 
of motor vehicles rose by 37 per cent, and 18,00 
units were assembled with 53 per cent domesti 
components. The industry manufacturing durabl 
electrical consumer goods recorded a considet 
able expansion, and there were also sizable in 
crements in petroleum refining (9.8 per cent) 
beet sugar output (16 per cent), fish meal pro 
duction (round 30 per cent), and sheet glass an 
tyre manufacture (44 and 10 percent respectivel 
although output of cement rose by only 2 
cent and that of paper by 0.4 per cent. The infor 
mation obtainable on the textile industry indi 
cates that production of rayon yarns fell off. Th 
are no data available on the food product 
industry. 


Construction apparently declined again in 196 
(by 1 per cent), the vigorous upward trend Pe 
housebuilding being offset by the slackening 
in public works. By the end of the third qua 
the indicators showed that public constructiol 
had increased by 8 per cent while private con 
struction had dropped by 11 per cent. At yea 
end, however, the indexes of public constructi 
begun and of private construction planned (i 
60 communes) reflect increases of 16.2 and 8 
per cent respectively. This shows that hou 
building—and private building in particular— 
surged ahead towards the end of the year. 


The tempo of activity in the sectors producin 
goods had its impact on the services secto 


whose growth is estimated to have been 2.2 per 
cent for basic services and 3.2 per cent for other 
services. 


TOTAL SUPPLY AND DEMAND 


From the standpoint of the actual availa- 
bility of goods and services, the slow growth of 
the product was offset in 1968 by the consider- 
able expansion of imports, so that total supply 
rose by 4.2 per cent (see table 102). As at the same 
time the value of exports of goods and ser- 
vices (at constant prices) declined, appreciable 
changes took place in the composition of total 
demand, while the growth rates of consumption 
and investment were respectively equal to and 
higher than that of the domestic product. 


Fixed capital investment rose by about 10 per 
cent, despite the further decline in construction. 
In particular, imports of machinery and equip- 
ment increased by about 22 per cent,* including 
those effected under the expansion programmes 
for the copper industry. 

There was a 4.5 per cent increase in total con- 
sumption, which is mainly accounted for by 
private consumption (5 per cent), since public 
consumption grew at a much slower rate. 
Government accounts, however, did not follow 
the same trends; on the contrary, public in- 
comes and expenditure continued to soar, but 
the major current expenditures were mainly in 
the form of transfers to the private sector and 
the decentralized public sector. According to 
preliminary estimates supplied by the Budget 


* Items classified as capital goods by the Central Bank. 
The growth figures derived from the official national 
accounts data, which are not yet available, may not be 
the same because a different criterion is used for classify- 
ing these imports. 


Office, fiscal revenue appears to have risen by 
9.8 per cent in real terms, the largest increments 
being obtained from indirect taxation, particu- 
larly the sales tax, taxes on services, and customs 
duties. Public expenditure rose by 9 per cent in 
real terms, which kept the deficit at the same 
level as in the previous year (7 per cent of ex- 
penditure). Seventy per cent of the deficit was 
covered with domestic resources (especially con- 
tributions from the Central Bank and forced 
loans from the private sector), and the external 
contribution was obtained mainly under the 
agreement on agricultural surpluses and from 
the United States Agency for International 
Development. 


DOMESTIC PRICES 


Inflation continued to be one of the main 
sources of concern in the management of short- 
term economic policy, and the Government was 
unable to prevent it from rising above the level 
of the previous year. 

The consumer price index rose by 27.9 per cent 
from December 1967 to December 1968, and, of 
its components, food increased 27 per cent, 
housing 27.3 per cent, clothing 25 per cent, and 
miscellaneous items 35.8 per cent. The wholesale 
price index went up 33 per cent over the same 
period, with increases of 25.3 per cent for agri- 
cultural products, 20.4 per cent for mining pro- 
ducts, 34.9 per cent for manufactured goods, 
and 41.6 per cent for imports. 

The cost of construction rose by 38 per cent 
from December 1967 to December 1968. The 
general context in which this price increase 
occurred seems to indicate that it was mainly due 
to increases in building costs and to the in- 
flexible nature of supply, as distinct from the 


Table 102. Chile: total supply and demand, 1960 and 1966-68 


Millions of escudos at 1960 prices 


Annual growth rates 
(percentage ) 


1960 1966 1967 19682 1960-66 1967 19688 

Total supply 7 : : 4,857 6,586 6,723 7,024 5.2 2p 4.5 
Gross domestic product . 4,160 5,687 5,803 5,948 5.4 2.0 25 
Imports of goods and services . 697 899 920 1,076 43 23 17.0 
Total demand : ‘ : 4,857 6,586 6,723 7,024 SY, 21 4.5 
Exports of goods and services . 574 765 779 765 5.5 1.8 —1.8 
Total investment , 722 1,035 995 1,085 6.2 —3.9 9.0 
Gross fixed investment. 641 868 879 965 Sez, 1.3 9.2 

\ Construction . : 377 494 461 456 4.6 -6.7 —1.1 
Machinery and equipment. 264 374 418 509 6.0 11.8 21.8 
Changes in stocks : 81 167 116 120 12.8 —30.5 3.4 
Total consumption 3,561 4,786 4,949 5,174 5.0 3.4 4.5 
General government 447 590 588 593 4.7 —0.3 0.9 
Private . : 3,114 4,196 4,361 4,581 5.0 3.9 5.0 


Source: ECLA, on the basis of data supplied by 


ODEPLAN, Cuentas Nacionales de Chile 1960-1967. 
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«Preliminary ECLA estimates based on partial indi- 
cators. 


situation in 1965-66 when the major pressure 
came from factors on the demand site. 


THE EXTERNAL SECTOR 


Although, compared with 1967, they followed 
a very different pattern in 1968, the values of 
exports and imports of goods and services 
reached unprecedented levels, in both cases 
exceeding 1,000 million dollars (see figure X). 

The increase in exports was relatively small, 
notwithstanding the persistently favourable 
prices of the major export items; in fact, there 
was a Slight reduction in the total volume of 
exports, which was more than offset by a 5 per 
cent increase in average unit prices. 

As mentioned before, the unfavourable evolu- 
tion of the volume of exports may be ascribed 


Figure X. Chile: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scole 
PER CAPITA cer. 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 


Annuol growth rates 


TOTAL PRODUCT 


OF Bia 


Millions of dollars 
at current prices 


IMPORTS 
AND. SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) 


mainly to mining products. The value of agti- 
cultural exports was practically the same as in | 
1967. The largest increase was in the volume and 
value of fruit, while other items declined in - 
importance. Exports of manufactures climbed / 
20 per cent, owing to the larger volume of fish- 

meal exports, the marked increase in exports of — 
copper manufactures, and the progress made in - 
placing pulp on foreign markets. 


Imports rose 16.5 per cent in value (from 900 
to 1,050 million dollars) between 1967 and 1968. 
The bulk of this increment is accounted for by 
imports of capital goods and spare parts (to a 
great extent for the replacement of equipment 
in large-scale copper mining) whose share in total 
imports rose from 34 to 41.2 per cent between 
1967 and 1968, or to 308 and 435 million dollars” 
respectively. On the other hand, the growth of 
other import items slackened; thus imports of 
agricultural and industrial consumer goods in- 
creased by 8.3 and 10.2 per cent respectively, and 
those of industrial raw materials by 7.5 per cent. 
Fuel imports, for their part, declined in absolute 
terms as a result of the substantial domestic 
output. 


These changes in exports and imports aggra- 
vated the balance-of-payments deficit on current 
account (see table 103), which rose to over 240 
million dollars; however, a heavy increase in the 
inflow of foreign capital resulted in a surplus on 
the balance of payments before compensatory” 
financing. 2 

The gross inflow of compensatory and non- 
compensatory funds reached an exceptionally 
high figure, i.e., over 640 million dollars.* 
Although amortization and service payments in- 
creased to 250 million dollars, and remittances of 
profits on direct foreign investment and interest 
on foreign loans rose to 234 million dollars, the 
net contribution of foreign funds to the financing 
of imports reflected a positive balance for the 
first time since 1964 (see table 104). This surplus 
—some 157 million dollars—not only reinforced 
Chile’s capacity to import but also enabled it” 
to increase its gold and foreign exchange reserves 
considerably. ; 


Ecuador 


GENERAL CHARACTERISTICS OF ECONOMIC 
TRENDS IN 1968 } 
A drought which affected agricultural pro- 
duction, a weaker growth rate in industry and a 


4 Including a stand-by agreement with the International 
Monetary Fund for 46 million dollars, drawings on which - 
up to November amounted to 37 million dollars. At the 
same time payments totalling 25 million dollars were made 
to the International Monetary Fund. 


f : 


Table 103. Chile: balance of payments, 1961 and 1965-68 


(Millions of dollars) 
1961 1965 1966 1967 19682 
Current account 
Exports of goods and services 521.1 788.0 982.0 1,003.0 1,037.0 
Goods 444.1 688.0 865.0 886.0 911.0 
Services : 77.0 100.0 117.0 117.0 126.0 
Imports of goods and services . —741.3 —716.0 — 883.0 —903.0 —1,052.0 
Goods, f.o.b. — 570.1 —569.0 —709.0 —717.0 —840.0 
Services —171.2 -—147.00 -—174.0 —186.0  —212.0 
Net investment income —81.7 —121.0 —172.0 — 201.0 — 234.0 
Profits. — 53.3 —55.0  —100.0 —1260  —149.0 
Interest —28.4 — 66.0 —72.0 —75.0 — 85.0 
Net private transfer payments +6.8 +10.0 +5.0 +5.0 +3.0 
Balance on current account —295.1 — 39.0 — 68.0 — 96.0 —246.0 
Capital account 
Net external financing +295.1 +39.0 + 68.0 +96.0 +246.0 
Net non-compensatory foreign 
capital : : +197,2 +80.0 +109.0 + 158.0 
Direct investment 51.9 — 38.0 — 30.0 +19.0 
Non-compensatory loans . +86.0 +93.0 +93.0 +111.0 
Short-term liabilities +425 +26.0 +36.0 +23.0 +376.0 
Official transfer payments. +16.8 —1.0 + 10.0 +5.0 
Net non-compensatory domestic 
capital or assets é +9.4 — 36.0 — 26.0 wal 
Errors and omissions —22.9 +34.0 +12.0 —96,0 
Compensatory movements (in- 
crease —) . +111.4 — 39.0 — 27.0 +340 —130.0 
Net compensatory foreign 
capital 5 +72.0 +10.0 +15.0 — 10.0 — 48.0 
Balance-of-payments loans and 
deferred import payments . +37.4 +15.0 +12.0 +11.0 _ 66.0 
Other liabilities of the more- ; 
tary authorities . . —18.5 —4.0 +18.0 —6.0 
IMF position + 53.1 —1.0 — 15.0 —15.0 +18.0 
Movements of gold and foreign 
exchange (increase —) +39.4 —49.0 —42.0 +44.0 — 82.0 


Source: IMF, Balance of Payments Yearbook, vols. 18 and 20. 


* Preliminary estimates. 


Table 104. Chile: net external contribution to the financing of imports, 1960-68 
(Millions of dollars) 


Gross inflow 


Service payments on external capital 


of external eres Net — 

Year compensatory “tna service direct external geiee oro the he 

ee marcas restos \peinens) soot. 
capital foreign loans 

A B Cc D=B+C E=A-—D 
1960 . 189.3 78.2 64.6 142.8 46.5 
1961 . 406.5 131.1 81.7 212.8 193.7 
1962 . 488.0 140.0 93.0 233.0 255.0 
1963 . 451.0 272.0 90.0 362.0 89.0 
1964 . 440.0 276.0 106.0 382.0 58.0 
1965 . 374.0 284.0 121.0 405.0 —31.0 
1966 . 382.0 258.0 172.0 430.0 — 48.0 
1967 . 336.0 188.0 201.0 389.0 —53.0 
1968 . 641.0 250.0 234.0 484.0 157.0 
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Sources: Up to 1967: official statistics; 1968: ECLA estimates. 


greater struggle to keep up the rate of public 
investment are the main reasons why the 
Ecuadorian economy failed to expand in 1968 as 
rapidly as in previous years. Even in these circum- 
stances, the total product increased by slightly 
over 4 per cent, largely because of the growth of 
the services sectors. 


The financing of public expenditure continued 
to be one of the chief concerns of economic 
policy. The means of payment increased as much 
as 15.3 per cent over the first ten months of the 
year, in comparison with only 8.9 per cent during 
the same period in 1967. The free exchange 
market quotation for sugar in Quito and 
Guayaquil rose from an average of 20.17 sucres 
per dollar in 1967 to an average of 22.21 sucres 
per dollar in 1968; this represents a devaluation 
of 10.1 per cent. In spite of these adverse factors, 
prices remained relatively stable. During 1968 
the consumer price index rose 4.3 per cent over 
its 1967 level. 

In the external sector, imports rose consider- 
ably and exports also increased, but to a much 
lesser extent. This led to a net decrease in inter- 
national reserves. 


THE TREND OF THE PRODUCT 


The provisional data available indicate that 
the product expanded by 4.3 per cent in 1968, 
thus falling short of the 5.6 per cent rate it 
achieved in 1967. The sectors producing goods 
increased by 2 per cent and the services sectors by 
7 per cent (see table 105 and figure XI). 

These changes indicate that the trend of the 
product was characterized, for the second con- 
secutive year, by an expansion in the share of 
services, and of commerce and finance in par- 


Table 105. Ecuador: growth rate of the gross domestic 
product by sector of economic activity, 1960-66, 1967 
and 1968 

(Percentages) 


Annual growth rates 
Sector 


Figure XI. Ecuador: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT | 


Natural scale 


Annual growth rates 


PER CAPITA 
PRODUCT 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


a Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 


AND SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


y) 
PROFITS ON FOREIGN 
INVESTMENT AND 


INTEREST ON THE 
EXTERNAL DEBT (net) 


1960 61 62 63 64 65 66 67 68 


ticular. To a certain extent, this involved a shift 
of income from other sectors of the economy.® 


1960-66 1967 19684 
Agriculture . : é es S 2:2 1.5 
Mining. 3 : t : 12 —12 —A.5 
Manufacturing A ‘ ' 5.9 5.6 3.3 
Construction . 5 ; j 2 ao Sat 
Goods . : : : . 4.0 She) 2.0 
Electricity, gas and water LuhonSig 7x8) bya) 
Transport and communications 3.6 6.3 7.4 
Basic services j 4 : 4.8 6.6 6.9 
Commerce and finance . j 4.9 1521 8.3 
Miscellaneous services . F 4.9 5.9 6.0 
Other services : 4.9 9.5 7.0 


Growth rate of the total product 4.4 5.6 4.3 


SourcE: 1960-67: Memorias del Banco Central. 
* ECLA estimates on the basis of partial indicators. 


5 Unlike the methods of calculation normally used for 
other Latin American countries, in Ecuador the sectoral 
trend of the product measured at constant prices is not 
based on the calculation of changes in the volume of the 
relevant items of production, but on the deflation of the 
product at current values by the over-all price index. 
Hence, the figures do not always reflect the real contri- 
bution of each sector to the total product, but rather show 
real income (or purchasing power) generated by the 
factors of production in the sectors concerned. Thus, in 
1967, the rate of growth of the agricultural product fell far 
short of the increase in the volume of agricultural output, 
whereas the product for commerce and finance expanded 
by more than 15 per cent although this figure has no 
bearing on the increase in the real volume of domestic 
and imported goods brought into the economy. 
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The growth rate of the agricultural product was 
just under 1.5 per cent, owing to the protracted 
drought in some provinces on the coast and in 
the inter-Andean area which affected com- 
modities for home consumption and export 
markets alike. To judge by the preliminary 
estimates, the losses in the maize, rice, coffee 
and cotton crops and the impact on the rate of 
cattle slaughtering totalled 1,000 million sucres. 
This is equivalent to 12 per cent of the value 
added in the agricultural sector. 


In the industrial sector, the growth rate 
dropped to 3.3 per cent from 5.6 per cent in the 
‘previous year. This slackening in the tempo of 
growth was partly due to the repercussions of the 
‘Scant progress made by agriculture, and the 
competition of important industrial goods 
entering the country as a result of the relaxation 
of foreign trade controls. Another adverse factor 
was the contraction in the mining sector, where 
/output dropped by 1.5 per cent following a 
reduction of 1.2 per cent in 1967. Basic services 
as a whole—electricity, transport and com- 

munications—achieved a slightly higher growth 
rate (6.9 as against 6.6 per cent). 
q 
i\ 
PUBLIC REVENUE AND EXPENDITURE 
Up to October 1968, the real income of the 
Central Government was a little under two-thirds 
of the budget estimates, while current expendi- 
‘ture amounted to 72 per cent. Consequently, 
‘capital expenditure amounted to only 42 per cent 
of the investment target, and the Central Govern- 
ment accounts showed a substantial deficit. 

It is estimated that, for the year as a whole, 
‘this deficit may represent about 26 per cent of 
‘expenditure, thereby accentuating an existing 
jtrend. During the five-year period from 1963 


to 1967, the gap between income and expenditure 


ranged from 5 to 22 per cent of total expenditure. 
The failure of income to increase at an adequate 
pace has mainly affected public investment, 
which has ceased to play a dynamic role and has 
even declined in absolute terms during the nine- 
teen-sixties (see table 106). 


THE EXTERNAL SECTOR 


Estimates based on the permits granted up to 
15 November 1968 indicate that the current value 
of exports of goods and services increased by 4 
per cent (see table 107 and figure XI). Bananas, 
cocoa and coffee accounted for 84 per cent of the 
total increase, but showed very different trends: 
bananas made some progress, despite a slight 
fall in prices, while cocoa climbed by almost 50 
per cent under the stimulus of the price increases 
recorded since 1966, and coffee declined by 21.1 
per cent. As regards the items of secondary im- 
portance, balsa wood progressed, while sugar 
and seafood products fell off. 


Imports of goods and services improved upon 
their 1967 level by just over 16 per cent, partly 
because of the incentive provided by the relaxa- 
tion of the controls enforced in 1966. The value 
of the permits used in 1968 amounted to 194.6 
million dollars, or 29.4 million more than in 
1967. 

The difference in the trends of exports and 
imports, coupled with the increase in net remit- 
tances abroad worsened the situation of the 
balance of payments, which had already been in 
disequilibrium in 1967, with the result that the 
net deficit on current account rose to record 
heights. This increase in the current imbalance 
was juxtaposed with a substantial expansion in 
the inflow of non-compensatory foreign capital. 
Consequently, the balance of payments before 
compensatory financing closed with a deficit 


Table 106. Ecuador: total supply and demand, 1960 and 1966-68 
(Millions of sucres at 1960 prices and percentages) 


1960 1966 1967* 1968» 


Total supply F : 
Gross domestic product . 3 
Imports of goods and services . 

Total demand : é : 
Exports of goods and services . 
Total investment 

Fixed investment . 

\\ Public 

ie Private 

Total consumption . 
General government 
Private 5 


4 Provisional figures. 
+ ECLA estimates based on partial indicators. 


16,616 21,364 22,855 24,328 
14,140 18,185 19,191 20,020 
2,476 3,179 3,664 4,308 
16,616 21,364 22,855 24,328 
2,530 3,226 3,400 3,491 
Pir sy 2,387 2,433 2,460 
1,897 2,065 2,123 2,160 
882 725 713° Bie 
1,015 1,340 1,410° oes 
11,935 15,751 17,022 18,377 
1,813 2,488 2,612 2,800 
10,122 13,263 14,410 15,577 


Source: Up to 1967: Memorias del Banco Central. 
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Table 107. Ecuador: balance of payments, 1960 and 1965-68 ‘s 


(Millions of dollars at current prices)~ 


1960 1965 1966 1967 19688 
Current account 
Exports of goods and services 154.9 196.6 203.3 218.1 226.9 
Goods : A 146.3 180.7 186.5 201.1 210.0 
Services : 8.6 15.9 16.8 17.0 16.97 
Imports of goods and services 152.3 201.0 202.6 234.2 212.9 
Goods, f.o.b. ‘ 109.8 155.2 15237 176.7 210.0 
Services 42.5 45.8 49.9 57.5 62.9: 
Net investment income —22.8 —25.0 —25.2  .-249  (=2610RR 
Net private transfer payments +1.4 +2.2 +2.8 +5.0 +4.9 
Balance on current account — 18.8 = 2162 = 21,7 — 36.0 — 67.23 
Capital account : 
Net external financing +18.8 +27.2 +21.7 +36.0 +67.2 
Net non-compensatory foreign capital +28.0 +30.4 +471 +46.8 a 
Direct investment . 5 i +8.0 +7.4 +16.0 +16.4 
Non-compensatory loans +15.2 +13.2 +19.1 +22.8 4 
Short-term liabilities —1.0 +2.7 +5.4 +0.1 +648 
Official transfer payments +5.8 +71 +6.6 +77 : 
Net non-compensatory domestic capital or assets. —10.5 —1.7 -—1.9 +1.7 : 
Errors and omissions : Saeed Set! =12.1 —3.0 
Compensatory movements lncreage By +3.6 +12.2 —11.4 —8.9 
Net compensatory foreign capital +0.8 +9.6 +39 —0.9 
Balance-of-payments loans and deferred import | 
payments : : — —0.2 —0.2 —0.2 +2.4 
Other liabilities of the monetary authorities ; +0.8 +0.8 -—0.9 +0.1 | 
IMF position — +9.0 +5.0 —0.8 
Movements of gold and foreign exchange (increase 5 +2.8 +2.6 —15.3 —8.0 
Source: IMF, Balance of Payments Yearbook, vols. 17 and @ Provisional figures. | 
19. : 
which, although small, led to a deterioration in the activities of the Salvadorian Institute of 


the country’s net monetary position. 


El Salvador 
RECENT OVER-ALL TRENDS 


In 1968, the economy of El Salvador again 
developed at only a modest rate. Available data 
show that the gross domestic product increased 
by 3.7 per cent, or rather less than in 1967 (see 
table 108 and figure XII). 


The value of exports stood at much the same 
level as in the preceding year. Traditional exports 
were limited by a reduction in the coffee supply 
and, for the third year running, a contraction 
in the volume of cotton sales, attributable on this 
occasion to the poor 1967/68 crop. At the same 
time, exports to the Central American common 
market—especially sales of manufactures— 
failed to expand as much as in previous years. 


For the first timein several years, private invest- 
ment decreased in real terms by a little over 1 per 
cent. Residential building was the sector most 
seriously affected, to judge from the partial data 
to hand. Investment in industry also seems to 
have lost the impetus by which it had previously 
been characterized, despite the firm financial 
support accorded by the Government through 
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Industrial Development (Instituto Salvadorefio : 
de Fomento Industrial—INSAFI) and the 
Development Fund. 

Public investment continued to decline, ale 
though the decrease (9 per cent) was smaller than | 
in 1967. This was partly because the Government 


| 


Table 108. E] Salvador: annual growth rate of the gross” 
domestic product by sector of economic activity, 1-< 
1967 and 1968 | 


(Percentages) 

Sector 1960-66 1967 
Agriculture 4.5 1.0 
Mining. f . —68 0.0 
Manufacturing 9.7 8.4 
Construction . 10.7 —4.5 
Goods . : 6.6 29 
Electricity, gas and water 11.4 8.4 
Transport and communications 3.8 3.9 
Basic services m ; Lee SoZ 
Commerce and finance . 6.8 4.3 

General government 3.9 4.1 

Miscellaneous services 5.9 6.4 
Other services 6.0 f 


Growth rate of the total product 6.5 


Source: ECLA, on the basis of official data. 
* Estimates. 


Figure XII. El Salvador: 1960-68 
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‘obtained less external financing, and public- 
sector saving was inadequate. Tax revenue, 
‘which had been stationary since 1965, was 
raised by about 5 per cent in 1968 through the 
application of a surcharge on the property tax, 
but this increase in income was outstripped by 
the expansion of the Central Government’s 
current expenditure, mainly on account of the 
‘stepping-up of social service benefits for public 
officials and the subsidizing of autonomous 
jenterprises. Consequently, the savings available 
Yor the financing of public investment were once 
‘again reduced, for the third consecutive year, 
‘alling to about 38.3 million colones (15.3 million 
Hollars). 


‘ 
; 


——S 


The depressive effects on economic activity 
produced by the decrease in investment were 
strengthened by measures torestrict theexpansion 
of the money supply and imports. All these 
factors, in combination with the slow growth of 
income, kept the rate of increase of private con- 
sumption down to only 3 per cent (see table 109). 


The slight rise in exports was accompanied by 
a drop of 2.4 per cent in the total value of imports 
of goods and services. The balance-of-payments 
deficit on current account, which had reached a 
peak figure in 1966, was thus reduced. Net in- 
flows of capital sufficed to cover it, and even 
allowed the monetary authorities to augment 
the country’s gold and foreign exchange reserves 
(see table 110 and figure XII). 


MAJOR SECTORS OF PRODUCTION OF GOODS 


There was a falling-off inconstruction activities 
in 1968 amounting to 14 per cent in real terms as 
a result of the reduction in public investment and 
private residential building. 

Industrial development received a powerful 
stimulus through the contracting of a million- 
dollar loan from the Inter-American Develop- 
ment Bank for pre-investment studies relating to 
industrial and agricultural projects. Plans are also 
afoot for expanding the functions of the National 
Commission on Foreign Trade (Comisién 
Nacional de Comercio Exterior) and placing it 
on a permanent footing, by giving it the status of 
a technical department responsible for co- 
ordinating the industrial aspects of the new 
development plan. 

Production in the agricultural sector, after 
recessions in two successive years and a growth 
rate of barely 1 per cent in 1967, expanded by 
about 3 per cent in 1968, largely by virtue of a 
bumper coffee harvest in 1967/68 (135,000 tons). 
On the assumption that the 1968/69 crop will be 
closer to the normal yield, coffee output will not 
exceed the 120,000 tons required to cover the 
quota assigned to El Salvador under the Inter- 
national Coffee Agreement. In order to get rid of 
several years’ carry-over stocks, recourse was had 
to new markets at the end of 1967 and the 
beginning of 1968, and sales were made at prices 
lower than those established in the Agreement. 


Since its sharp downturn in 1965/66, cotton 
production has not recovered its leading export 
position. Pests and droughts have in the mean- 
time reduced yields, pushed up costs and led to a 
decrease in the cotton-growing area. According 
to estimates, the 1968/69 crop year will witness 
the termination of this downward trend, thanks 
to favourable weather conditions coinciding with 
the implementation of a cotton production 
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Table 109. El Salvador: total supply and demand, 1960 and 1966-68 


(Millions of colones at 1960 prices) ~ 


1960 1966 1967 1968+ 
Total supply 1,773.8 2,629.1 2,712.5 2,775.8 
Gross domestic product 1,420.0 2,071.2 2,152.4 2,233.1 
Imports of goods and services . 353.8 557.9 560.1 542.7 
Total demand 1,773.8 2,629.1 2,742.5 2,775.8 
Exports of goods and services 289.4 476.8 538.9 Bp yas) 
Gross fixed investment 204.4 317.1 318.1 308.8 
Public. 40.6 90.7 68.1 62.1 
Private j 163.8 226.4 250.0 246.7 
Total consumption . 1,280.0 1,835.2 1,855.5 1,914.5 
General government 143.1 181.1 189.3 197.2 
Private 1,136.9 1,654.1 1,666.2 1,717.3 
Source: ECLA, on the basis of data supplied by the Central Bank of El Salvador. 
® Estimates. 
Table 110. El Salvador: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 
1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . 1169 (212.8 -209.4 2285) (2307 
Goods 102.6 190.0 189.5 207.8 210.0 
Services p 14.3 22.8 19.9 20.7 21G7 
Imports of goods and services . 141.6 230.9 252.6 254.9 248.6 
Goods, f.o.b. 113.45e) 187.3: 2015 7 20541 198.9 
Services 28.2 43.6 S1et 49.8 49.7 
Net investment income : —3.9 —7.8 —7.5 —8.6 —9.8 
Net private transfer payments . +0.2 +9.7 +6.5 +7.6 +75 
Balance on current account —284 -162 -—44.2 -—27.4 -—19.2 
Capital account 
Net financing . : ; § . +28.4 +162 +442 +274 %+19.2 
Net external non-compensatory foreign 
capital , ; : ' . +163 425.3 +300 +31.3 
Direct investment . +45 +7.6 +8.8 +9.9 
Non-compensatory loans +0.2 +155 +246 +166 
Short-term liabilities +10.7 —1.4 — 6.6 +0.6 > +21.9 
Official transfer payments +0.9 +3.6 +3.2 +4.2 
Net non-compensatory domestic capital and 
assets . : : é + BLS —43 +0.5 —1.2 
Errors and omissions —2.5 —3.2 +1.5 —3.8 
Compensatory movements (increase —) +13.1 —-16 +12,2 +11 
Net compensatory foreign capital . +8.5 +1.2 +17.8 —0.9 
Balance-of-payments loans and deferred 
import payments . : : . +3.0 +1.1 —0.7 -0.9 
Other liabilities of the ene —2.7 
authorities : ‘ —0.2 +0.1 —0.3 — 
IMF position +5.7 — +188 -- 
Movements of gold and ‘foreign exchange 
(increase —) i . +4.6 —2.8 —5.6 +2.0 


Source: Up to 1967: Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 
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development plan designed to promote the en- 
largement of the area sown to cotton and the 
introduction of more efficient techniques. Al- 
though cotton credit facilities have undergone no 
change, it is hoped that the improvement in 
world prices will act as an incentive to the 
‘private saving required to finance production. 
The current crop year’s harvest may well show 
an increase of 14 per cent, thus amounting to 
about 40,200 tons which would mean that ex- 
ports would also expand appreciably in 1969. 


Agricultural production for domestic con- 
sumption is progressively tending to serve the 
regional market. A production boom was made 
possible by favourable weather conditions in 
1968/69, and was also furthered by the price 
support policy of the Institute for the Regulation 
of Supplies (Instituto Regulador de Abastos) and 
by the technical assistance institutions. The 
tecovery in grain production was the decisive 
actor in the expansion of agriculture for 
Omestic consumption (23.5 per cent). The maize 
crop, in particular, not only made up the 
previous year’s leeway but reached the record 
evel of 276,000 tons. In the case of rice the pro- 
duction increment was on a similar scale (31 per 
nt), thanks to the inducement offered by high 
prices on the Central American market, since the 
1968/69 harvest, estimated at 66,700 tons, may 
leave a margin for exportable surpluses. Sorghum 
production remained, as usual, stationary, as is 
natural in view of the family type of stock farming 
with which it is associated. 


STAPLE EXPORT PRODUCTS 


The low growth rate of exports of goods was 
imputable to a decline in sales of traditional 
export commodities for the third year in 
Succession. 

|_ As on previous occasions, the chief cause of 
this stagnation is the contraction in cotton pro- 
duction in 1967/68, which reduced supply to less 
han half its 1965 volume (73,000 tons). Output 
was 6 per cent below its 1967 level, although 
prices rose for the second year running. This 
accounts for the fact that the value of cotton 
sales was 16 million dollars less than in 1967. 


Average coffee export prices decreased a little 
(by 0.5 per cent) because surpluses had to be sold 
‘on free markets, over and above the ICA quota, 
although to a much smaller extent than in 1967. 
During that year carry-over stocks from several 
tarlier harvests were disposed of, with the result 
‘hat there was a sharp upswing of 25 per cent in 
‘he volume of exports, which totalled 1.7 million 
pags, for a value of 97 million dollars. However, 
his sum was not more than 9 per cent above the 
{966 figure, because of its lower unit value. 


| 


In 1968 the exportable surplus was a little smaller 
(by 0.6 per cent), and this circumstance, in con- 
junction with the price decline, brought down the 
total value of coffee exports by nearly one 
million dollars. 


The current value of sugar exports rose by 
almost 12 per cent, and accounted for nearly 5 
million dollars within the trend towards recovery. 
The increase was entirely in terms of volume, 
since the unit value remained the same. 


Guatemala 


RECENT ECONOMIC TRENDS 


In 1968, the product of the Guatemalan 
economy grew at a rate of 5.1 per cent, which was 
appreciably higher than the rate in 1967 (4 per 
cent). This was due in the main to the recovery of 
agricultural exports, for which increased harvests 
of bananas and cotton were largely responsible. 
The industrial sector, however, grew at an ap- 
preciably slower pace than in 1967, reflecting the 
sluggishness of domestic demand and regional 
trade, although some branches of manufacturing 
increased their exports to the Central American 
market. The construction industry remained vir- 
tually stationary, while some services sectors grew 
very rapidly as a result of the expansion of ex- 
ternal tradeand the success of agriculture (see table 
111 and figure XIII). 


The increase in agricultural production, attrib- 
utable to favourable climatic conditions and 
satisfactory prices for several important pro- 
ducts, led to a very pronounced rise in the value 
of exports, which had dropped sharply in 1967 
owing to a decline in production and un- 
favourable world markets for some products. 


Table 111. Guatemala: annual growth rate of the gross 
domestic product by sector of economic activity, 1960-66, 
1967 and 1968 


(Percentages) 

Sector 1960-66 1967 19688 
Agriculture . . 44 0.1 5.5 
Mining. ‘ . —0.9 — — 
Manufacturing , ; res 8.1 5.4 
Construction . : ‘ NS a3 0.8 
Goods . i : Py 7 pe) 5,3 
Electricity, gas and water 13.7 5.6 8.6 
Transport and communications 7.0 71.7 7.6 
Basic services 4 4 oul fs 7.8 
Commerce and finance . Pipe ff) 4.5 5.6 
Government . : —0.6 8.8 2.8 
Miscellaneous services . pews :7, 3.6 3.0 
Other services 6.3 4.6 4.7 

Growth rate of the total product 5.2 4.0 S:t 


Source: ECLA, on the basis of official data. 
@ Preliminary estimates. 
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Figure XIII. Guatemala: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS BOMESTIC PRODUCT 
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(b) EVOLUTION OF THE EXTERNAL SECTOR 


A Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
AND SERVICES 4 


\ 


as 


NET EXTERNAL | 
ee 


PROFITS ON FOREIGN INVESTMENT AND 
INTEREST ON THE EXTERNAL DEBT (net) 


1960 61 62 63 64 65 66 67 68 


Table 112. Guatemala: total supply and demand, 1960 and 1966-68 
(Millions of quetzals at 1960 prices) 


In addition to the good harvests, the marked ri 
in exports was due to the disposal of substanti: 

stocks of such products as coffee and sugar, 
which had been built up in earlier years. : 


In contrast to the rapid growth of exports, the 
various components. of domestic demand grew 
less rapidly than in 1967 (see table 112). Con- 
sumption increased by slightly more than 4 per 
cent, while total investment remained stationary. | 


The financial situation of the public sector, 
moreover, was such that govrnment expenditure 
did nothing to offset these trends but rather in- 
creased the effect of the contraction of private 
investment. For some years current government: 
expenditure has grown substantially, while 
revenue from taxation—despite the measures taken 
to increase it—has grown at a much slower pa 
owing to the limitations of the existing taxation 
system, and is seriously hampering the capacity 
to generate enough savings to meet the needs 
public investment. With a view to improving th 
Government’s financial position, the growth 0 
current spending was limited in 1968 
according to preliminary estimates totalled 12: 
million quetzals, only 4 per cent higher than 
1967. 


In 1967 the monetary authorities had ¢ 
deavoured—without being entirely successful—to 
offset the effect of the sharp drop in exports, but 
in 1968 had to deal with a situation in which 
liquidity rose sharply as a result of the very 
varied performance of the external sector an¢ 
also as a result of measures to restrict the out 
flow of short-term funds. The figures availab 
for the first nine months of the year show tha’ 
private demand deposits at the end of Septemb 
were 23 per cent higher than at the same point 
1967, while non-monetary deposits (particularly 
savings and fixed-term deposits) were 18 per cent 
higher. This influx of resources into the banking 
system led to a substantial expansion of credit 


1960 1966 1967 1968" 


Total supply : 
Gross domestic product 
Imports of goods and services . 
Total demand ‘ 
Exports of goods and services . 
Total fixed investment 
Public. 
Private ; 
Total consumption . 
General government 
Private : 


Source: ECLA, on the basis of official data. 


* Preliminary estimates. 
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1,195.3 1,641.6 1,715.2 1,812.4 
1,043.6 1,415.9 1,473.2 1,548.4 
151.7 225.7 242.0 264.0 
1,195.3 1,641.6 1,715.2 1,812.4 
131.9 296.0 277.3 322.3 
102.1 161.4 179.5 179.7 
26.6 34.7 38.9 38.7 
75.5 126.7 140.6 141.0 
961.3 1,184.2 ‘1,258.4 —‘1,310.4 
79.9 88.9 95.5 98.2 
881.4 1,095.3 1,162.9 ‘1,212.2 


particularly government credit—despite the fact 
that measures had been taken to restrict the 
lending capacity of banks—which was 46 per cent 
higher (3.2 million quetzals on 30 September 
1968) than on the same date in 1967. It may be 
assumed, however, that over the year as a whole 
bank financing of the public sector grew much 
less owing to the stabilization policy initiated 
by the Government. 


Without further restrictions, the increase in 
money income during 1968 would have exerted 
strong pressure on the balance of payments 
through increased demand for imports; however, 
as a result of controls on imports from outside 
the Central American area, total imports grew 
only slightly while regional imports rose by 15 
per cent, and there was a rise in price of some 
significance, as shown in the figures available 
for the first ten months of the year, because of the 
relative scarcity of domestic consumer goods 
combined with an expansion of the money supply. 


The trend in the external sector was for a sub- 
stantial increase in the volume of exports and a 
slight improvement in unit value. Although 
imports grew at a slower pace, they did reach 
their highest level for the nineteen-sixties. 
Nevertheless, the deficit on current account was 
some 10 million dollars less than in 1967, al- 


though still relatively high (see table 113 and 
figure XIIT). An influx of capital roughly equal to 
the 1967 level was used to finance the deficit and 
slightly improved the net position of the mone- 
tary authorities. 


THE MAJOR GOODS-PRODUCING SECTORS 


The major production sectors varied greatly in 
their performance during 1968. While the growth 
rate of the agricultural sector was a substantial 
improvement over 1967, manufacturing—which 
grew at a very similar pace—declined in com- 
parison with its 1967 position. The construction 
sector, on the other hand, remained relatively 
stationary. 


During the crop year 1968/69, agricultural 
exports continued to grow rapidly, owing to in- 
creases in production of almost all crops. 
Banana production had the highest growth rate, 
increasing by 50 per cent over 1968, which was 
attributable to climatic factors and to the entry 
into production of 900 hectares of banana 
plantations under a programme to grow certain 
crops in more suitable areas. The programme will 
cover a total of 10,000 hectares and one quarter of 
it is expected to be completed by 1969. 


Cotton production rose by 10 per cent during 
the 1968/69 crop year, thus continuing its strong 


_ Table 113. Guatemala: balance of payments, 1960 and 1965-68 
| (Millions of dollars at current prices) 


1960 1965 1966 1967 1968 


Current account 
Exports of goods and services 
Goods ’ : 
Services 

Imports of goods and services 
Goods, f.o.b. ; 
Services 

Net investment income 

Net private transfer payments 

Balance on current account 


Dapital account 
_ Net external financing ; 
Net non-compensatory foreign capital 
Direct investment 
Non-compensatory loans 
Short-term liabilities . 
Official transfer payments . 
| Net non-compensatory domestic capital or assets 
Errors and omissions ; 
Compensatory movements ee a 
Net compensatory foreign capital 
Balance-of-payments loans and deferred import 
payments ; F , 
Other liabilities of the monetary authorities : 
IMF position . 4 
Movements of gold and foreign exchange (increase) : 


131.5 226.1 257.9 232.7 270.4 
115.9 192.1 228.7 203.9 240.0 
15.6 34.0 29,2 28.8 30.4 
By 256.7 262.6 281.3 306.7 
124.8 206.1 201.8 226.5 247.0 
273 50.6 60.8 54.8 59.7 
—5.0 —11.2 —18.6 — 20.8 —23.1 
+0.1 +3.5 +6.2 +7.4 +8.0 
— 25.5 — 38.3 -17.1 — 62.0 —51.4 
+25.5 +38.3 +17.1 +62.0 +51.4 
+40.2 +63.0 +9,7 +48.5 
+16.8 +14,1 +14.5 +18.2 
+41 +25.0 +13.4 +27.5 
+4.8 +19.9 —21.4 +0.8 +51.9 
+14.5 +4.0 +3.2 +2.0 
—0.8 —0.3 -1.7 +0.4 
—6.2 —21.4 —1.0 +10.5 
-—7.7 —3.0 —6,7 +2.6 
+2.3 +9.4 —0.4 +9.7 
+23 +5.6 —5.7 —0.3 —0.5 
= +3.8 +5.3 +10.0 
—10.0 —12.4 +7.1 -7.1 


Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 
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recovery of the previous year. Although prices 
were pushed up by the heavy costs of disease and 
pest control, favourable conditions on the world 
market led to an expansion of cotton production, 
which benefited from exceptionally good climatic 
conditions, and yields were substantially in- 
creased. 

Coffee production, which had risen sub- 
stantially during the previous crop year, lost 
some of its momentum owing both to biological 
factors affecting the plantations and to the policy 
of maintaining the area under cultivation at a 
fixed level, a policy prompted by the existence of 
large surpluses, some of which had to be disposed 
of on the free market at very low prices. 


Since less credit and technical assistance were 
available for crops for domestic consumption, 
it was not possible to derive the maximum 
benefit from favourable climatic conditions. 
Although maize production rose by 5 per cent, 
it was only just higher than the level achieved in 
the crop year 1966/67. Sugar cane and wheat 
production, on the other hand, remained station- 
ary. Rice production was affected by the floods 
in the Izabal area and also remained virtually 
stationary. The Government has initiated develop- 
ment programmes and promoted the expansion 
of irrigation for rice production, as for vege- 
tables and some fruits. 

Livestock production was also encouraged and 
260,000 hectares of pastureland was opened up in 
the south. However, in contrast to 1967, the 
external market for livestock was not very en- 
couraging in 1968, while domestic consumption 
grew by less than 2 per cent. 

It is estimated that manufacturing grew by 
slightly more than 5 per cent during 1968, in 
contrast to the high rates of earlier years. This 
is attributable both to inadequate stimulation of 
domestic demand and to a decline in the pur- 
chasing power of the regional market. 


EXPORT PRODUCTS 

During 1968, the volume of the main tradi- 
tional exports grew very significantly, while 
prices improved for several products. 

Among the major exports, coffee recovered 
from the serious setback of 1967 without, how- 
~ver, reaching the high level attained in 1966. 
This was due both to the results of the 1967/68 
harvest and to the disposal of surplus stocks. 
However, a considerable proportion of the ex- 
port in excess of the country’s coffee quota was 
sold at 25 per cent below the internationally 
agreed price, thus lowering the average income of 
producers. 

The rise in cotton production, which led to an 
increase of 16 per cent in the volume of exports, 


. 


- 


was accompanied by an improvement in prices _ 
and meant thatthe value of cotton exports rose 
by 29 per cent in 1968. Banana exports, which | 
were over 50 per cent higher in volume than in | 
1967, grew at an exceptional pace, and there was 
also a slight improvement in unit prices, while 
the unit value of fresh meat exports improved oy 
5.8 per cent. 


In contrast to 1967, sugar prices fell by 6 per | 
cent during 1968 and since the volume exported 
was not increased sufficiently to offset this trend | 
—although surplus production was exported— 
the value of sugar exports declined slightly (by 4 
a little more than | per cent). 


It is estimated that exports to the Cent 
American Common Market grew by 16 per cent. 
—slightly more than in 1967. This was wad al 
accounted for by agricultural products and to | 
some extent by exports of new manufactures 
textile goods, foodstuffs, chemical produ 
paper and building materials, and by the ree 
covery of exports of rubber products, 7 
ticularly automobile tires. | 


Guyana 
RECENT ECONOMIC BLS 


growth of the Guyanese economy appears to have { 
slackened off in 1968 compared with the hi 
growth rates of 1964-67 (see figure XIV). Afi 
its decline in 1963, the gross domestic product at 


Figure XIV. Guyana: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT $ 


Natural scale 


Annual growth rates 


current prices grew at an annual rate of 8.1 per 
cent until 1967, but in 1968 it is thought to have 
done so by only 5.4 per cent. The increase in 
domestic consumer prices was slightly less than 
4 per cent, mainly due to the devaluation of the 
currency. 


This slackening in the tempo of economic 
growth was attributable to the poor results in 
some majorsectors of production, as, forexample, 
agriculture, which declined by 1.3 per cent, and 
to the loss of momentum in manufacturing, 
which grew by only 1.6 per cent. Added to this 
were the small increases in the transport sector 
(3.1 per cent) and in the general government 
sector, which carries special weight in the 
Guyanese economy and grew by only 4.2 per cent 
in 1968. This compares unfavourably with the 
average annual rate of 15 per cent over the 
period 1963-67. In contrast, mining and 
uarrying and construction grew by 17 and 15 
Der cent respectively (see table 114). These in- 
‘reases were attributable to the expansion of 
>roduction capacity in the bauxite industry and 
‘o investment in infrastructure under the 
xeneral public investment plan for 1966-72, 
which totalled 200 million Guyanese dollars. 


| Output of dried bauxite amounted to 1,851,000 
ons in 1968, thus exceeding the total for previous 
years. Output of calcined bauxite amounted to 
488,000 tons, which was 26 per cent higher than 
‘n 1967. In contrast, alumina output remained 
‘irtually stationary, while manganese output fell 
0 almost half that of 1967. It should be noted 
hat the manganese mining company stopped 
vork in August 1968. The output of mining and 
juarrying products for construction appears to 
lave increased substantially, in tune with the 
tpswing in constuction activities. 


The decline of 1.3 per cent in agricultural out- 
jut reflects an 8 per cent decrease in the pro- 
luction of sugar cane and unhulled rice, which 


accounts for approximately three quarters of 
total output. This affected the manufacturing 
sector, since the processing of sugar and rice 
constitutes more than one third of the industrial 
product. If, however, sugar and rice processing 
are excluded, it becomes clear that the remainder 
of the manufacturing sector, which is made up 
of more thriving industries, has been expanding 
rapidly since 1963 at an average annual rate of 
15 per cent. 


Imports continued to climb during 1968, 
mainly due to the fact that recent investment 
programmes resulted in increases in imports of 
capital goods and building materials; in addition 
food imports had to be stepped up owing to the 
stagnation of agricultural production. 


Exports grew faster than imports, chiefly 
because of the increase in bauxite sales, which 
created a surplus on merchandise trade and 
helped to reduce the deficit on current account, 
despite the increase in remittances abroad of 
interest and profits (see table 115). In recent years 
capital inflows in the form of direct investment 
have been gradually declining as the bauxite 
expansion programme nears completion. 


Table 115. Guyana: balance of payments on 
current account, 1966-68 


(Millions of Guyanese dollars) 


1966 1967 1968 

Exports of goods and services . 220.5 251.4 269.1 
Goods . é 02 St al eS 2 Ole 
Imports of goods and services . 270.4 296.9 306.0 
Goods : : Bo) PAVIA PIRES ee 9297! 
Balance on merchandise trade. -—-9.7 —7.5  +9,7 


Balance on current account (in- 
cluding transfer payments) . —40.2 —36.6 —27.9 


Source: ECLA, on the basis of publications of the Ministry 
of Economic Development and the Statistical Bureau. 
* Provisional figures. 


Table 114. Guyana: gross domestic product* by sector of economic activity, 1965-68 


Millions of Guyanese dollars at current prices 


Annual growth rate 


et to oe ae | > _. Se eee 


Sector 


Source: ECLA, on the basis of publications of the Ministry 
f Economic Development, the Statistical Bureau and the 


1965 1966 1967 1968 1965 1966 1967 1968 

\griculture 68.5 66.6 69.8 68.9 6.1 —2.8 4.8 —1.3 
ishing and forestry 14.3 15.6 14.5 15.0 24.1 91 —7.1 3.4 
fining and quarrying 54.0 59.3 63.2 73.9 1.0 9.8 6.6 16.9 
fanufacturing . 42.7 44.3 49.1 49.9 15.4 yl 8.6 1.6 
Tansport and communications 21.3 23.7 25.9 26.7 6.8 £13 9.3 3.1 
‘onstruction . 17.1 20.6 21.7 25.0 13.4 20.5 5.3 52 
‘ommerce ; 39.4 42.1 45.3 47.1 0.7 6.9 7.6 4.0 
rovernment 40.2 43.4 50.0 52.1 24.6 8.0 152 4.2 
ther services , : : 32:1 35.3 36.6 BT: 7.5 10.0 3.7 3.0 
TOTAL gross product 329.6 3509 376.1 396.3 8.8 6.5 Vid. 5.4 


Bank of Guyana. 
* At current factor cost. 
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Haiti 
In 1968 the Haitian economy continued to 
develop at its characteristically slow rate. The 
increase in the gross domestic product was 1.3 
per cent, i.e., virtually identical with the pre- 
ceding year’s figure and with the average for 
1960-66 (see table 116 and figure XV). Since the 


Table 116. Haiti: annual growth rate of the gross domestic 
product by sector of economic activity, 1960-66, 1967 
and 1968 


Sector 1960-66 19672 19682 
Agriculture ; er Oe 0.8 1.2 
Mining? ; : : ere bo 2.0 2.6 
Manufacturing : j f 2.8 3.7 1.2 
Goods . ; $ F : 12 15. Shs) 
Electricity, gas and water A 5.3 —-10 —1.6 
Transport and communications —0.5 —4.3 2.1 

Basic services ; ° ; 10 —3.3 10 
Commerce and finance —0.6 0.6 sti! 

General government : ; TA 0.0 0.6 
Miscellaneous services . F 3.1 3.0 eT 

Other services 3 14 1.6 hid 


Growth rate of the total product 13 14 3. 


Source: ECLA, on the basis of data¥supplied by the 
Haitian Institute of Statistics. 

2 ECLA estimates. 

> Including construction. 


annual growth rate of the population is approxi- 
mately 2.3 per cent, so small an increase in the 
product implied a deterioration in per capita 
income levels. 


The evolution of the product by sectors shows 
a rather more gradual rise in agricultural pro- 
duction and a recovery of levels of activity in 
basic services, whereas manufacturing output 
expanded less than in previous years. Within 
the agricultural sector, coffee production in- 
creased significantly, while that of sugar re- 
mained at the same levels as before and that of 
sisal decreased. Economic infrastructure projects 
relating to the provision of basic services in- 
cluded a contract signed with an Italian firm for 
the installation of electric power generating 
equipment at the Peligre dam, and Canadian 
companies are expanding the Port-au-Prince 
water supply and the telephone service throughout 
the country. Furthermore, an airport with take- 
off and landing capacity for jets has been in 
operation since 1967. 

Other general features of recent development 
trends are the persistence of the external deficit 
and the difficulty of augmenting public-sector 
income. 

The latter contracted by approximately 20 per 
cent in relation to 1967, with the result that 
government expenditure was also considerably 
reduced. 
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Figure XV. Haiti: 1960-68 
(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


PER CAPITA 
PRODUCT 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Pee Natural scale 
Millions of dollars 
at current prices 


70 IMPORTS OF GOODS I 
AND SERVICES | 
60 | 
50 ‘ 4 ~~ \V | 
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ANO SERVICES | 
25 \ 
20 NET EXTERNAL ie 
FINANCING | 
10 
5 PROFITS ON FOREIGN 
INVESTMENT AND 
10 INTEREST ON THE | 
EXTERNAL DEBT (net) | 


The rigidity of the domestic supply situation 
continued to exert a decisive influence on ex- 
ternal sector trends. Exports of goods have 
tended to remain stationary in the last four 
years, at levels even lower than in 1960. In 
addition, the slump in income from tourism has 
sharpened the over-all decline in export earnings. 
Since 1965, alongside the trends in question, 
there has also been a downward movement in} 
the value of imports. They are still in excess of } 
exports, however, giving rise to a structural’ 
deficit which has not hitherto been reflected in| 
very severe pressures on the country’s external’ 
balance-of-payments position because of the 


income received in the shape of private transfers 
(See table 117 and figure XV). 


The balance-of-payments deficit on current 
account was smaller than in 1967, owing to the 
combination of a slight expansion of exports 
with a reduction of imports and a somewhat 
‘smaller inflow of private transfer payments. 
‘However, receipts of capital more than sufficed 
to finance this unfavourable balance on current 
account, so that in the upshot the Central Bank 
_of Haiti was able to increase its gold and foreign 
exchange reserves. 


_. The foregoing trends are clearly reflected in the 
jevolution of aggregate supply and demand (see 
table 118). The decline of imports in 1967 
followed by a slight increase in 1968 has meant 
‘that since 1960 the growth rate of the supply of 
goods and services has been slower than that of 
the product. On the demand side, as is natural in 
a relatively static economy, the growth rate of 
private consumption at least approximates to 
that of the population. Hence the components of 
‘demand most seriously affected have been public 
| consumption and investment. 


Honduras 
RECENT ECONOMIC TRENDS 


The Honduran economy expanded in 1968 at 
an estimated rate of 6.4 per cent, which is higher 
than the average for the period 1963-66 and the 
rate for 1967 (see table 119 and figure XVI). Per 
capita income therefore rose by about 3 per cent 
in the past year. 

A particularly dynamic factor of the recent 
evolution was expenditure on capital formation. 
While in 1963-66 investment grew fairly slowly 
(3.5 per cent annually), the position changed 
radically in the last two years, the annual in- 
crease climbing to over 13 per cent (see table 120). 
Public investment, in particular, reached a fairly 
high level in 1968, representing a 34 per cent 
increase over 1967, without creating inflationary 
pressures thanks to more publicsavingand greater 
use of external credit. 

The other components of domestic expenditure 
followed widely differing trends. Private con- 
sumption rose by only 2 per cent, as a result of 
credit restrictions, which channelled resources 


y Table 117. Haiti: balance of payments, 1960 and 1965-68 
| (Millions of dollars at current prices) 


* ECLA estimates. 


1960 1965 1966 1967 1968" 
Current account 
Exports of goods and services ~. 54.4 44.9 42.4 41.1 44.6 
Goods : : 38.1 37.8 34.7 32.3 34.8 
Services : i 16.3 Tel Asal 8.8 9.8 
Imports of goods and services . 58.1 62.2 61.9 56.0 54.1 
Goods, f.o.b. : 43.4 42.6 43.7 40.3 38.0 
Services 14.7 19.6 18.2 15.7 16.1 
Net investment income i —41 —5.2 —3.7 —2.9 =3.7 
Net private transfer payments . +2.6 +4.7 +12.9 +13.2 +10.0 
Balance on current account —5.2 -17.8 —10.3 —4.6 —3.2 
Capital account 
Net external financing +5.2  +17.8 +103 +4.6 +3,2 
Net non-compensatory foreign capital +8.2 +8.1 +4.8 +43 
Direct investment = F +0.1 +1.0 +1.0 +1.0 
Non-compensatory loans +1.2 +1.6 -—-0.5 —1.1 
Short-term liabilities . +0.3 +1.5 +0.2 +0.4 458 
Official transfer payments . +6.6 +4,0 +4.1 +4.0 : 
Net non-compensatory domestic capital or 
assets . ; F ; . . —2.2 +3.4 —2.7 —2.7 
Errors and omissions +2.1 +5.2 +8.6 +1.1 
Compensatory movements (increase —) —2.9 +1.1 —0.4 +1.9 
Net compensatory foreign capital . —2.0 +0.3 —0.7 +1.6 
Balance-of-payments loans and deferred 
l import payments — _ _— — 
u ’ Other liabilities of the monetary —2.6 
authorities 5 : —0.7 +0.3 —1.6 — 
IMF position —1.3 — +0.9 1.6 
Movements of gold and foreign exchange 
(increase —) : : ‘ . —0.9 +0.8 +0.3 +0.3 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 20. 
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Table 118. Haiti: total supply and demand, 1960 and 1966-68 
(Millions of gourdes at 1960 prices) ~ 


1960 ~ 19668 19678 1968" 

Total supply ; A : 1,920 2,004 1,987 2,014 
Gross domestic product” . 1,629 1,757 1,781 1,804 
Imports of goods and services® . 291 247 206 210 
Total demand ; ; : 1,920 , 2,004 1,987 2,014 
Exports of goods and services® . 272 204 201 215 
Total investment 87 83 82 82 
Total consumption . 1,561 1,717 1,704 Lay 
General government 125 140 151 117 


Private 


Source: ECLA, on the basis of data supplied by the Haitian Institute of Statistics. 


* ECLA estimates. 
> At market prices (ECLA estimates). 


° ECLA estimates, based on data from IMF, Balance of Payments Yearbook. 


Table 119. Honduras: annual growth rate of the gross 
domestic product by sector of economic activity, 1960-66, 
1967 and 1968 


1960-66 1967 1968" 


Agriculture . ; ; ee 0.9 4.2 
Mining. ; : - mer ie fe 6.6 Ze 
Manufacturing : : : 8.2 11.5 10.7 
Construction . . : : 6.3 18.2 10.5 
Goods . : : : bie 5 4.5 6.1 
Electricity, gas and water om E10 10.0 13.6 
Transport and communications 6.9 8.8 8.9 
Basic services . . 4 7 hess 8.9 9.4 
Commerce and finance . ‘ 5:5 Sal 6.7 
Government . ; 2 . 2.1 -14 2.2 
Miscellaneous services . : 1.4 Shy 3:9 
Other services . 2.9 4.7 4.9 


Growth rate of the total product 5.5 ays) 6.4 


Source: ECLA, on the basis of official statistics. 
@ Estimates. 


mainly into the production sectors. Private 
investment increased by 4.4 per cent. 


Current expenditure by the Government rose 
at a fairly accelerated pace (6.4 per cent), par- 
ticularly if compared with the previous year. It is 
still insufficient, however, to exert a decisive 
influence on domestic demand. 


The greater stimulus to demand had its 
counterpart in the supply of goods and services, 
whose trend was determined mainly by the 
relative recovery of agriculture. Industrial pro- 
duction, encouraged by the increased economic 
activity and by regional demand, also continued 
to expand rapidly, although at a slightly lower 
rate than in 1967 (10.7 per cent). Electricity, gas 
and water attained a higher growth rate of 13.6 
per cent, thus pursuing the upward trend noted 
in recent years. 

The loss of international reserves in 1967 
prompted the Government to change the tenor of 
monetary and credit policy in 1968. Thus, the 
Central Bank concluded a stand-by-agreement 
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Figure XVI. Honduras: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scole 
Annual growth rates 


PER CAPITA 
PRODUCT 


at, 
(b) EVOLUTION OF THE EXTERNAL SECTOR a’ 

Natural scale i 
Millions of dollars . 
ot current prices 


IMPORTS OF GOODS 
AND SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING ss 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) 


1960 61 62 63 64 65 66 67 


Table 120. Honduras: total supply and demand, 1960 and 1966-68 
(Millions of lempiras at 1960 prices) 


» Estimates. 


a _ —____ EEE 


vith IMF for 11 million dollars to safeguard the 
tability of the exchange rate, restricted credit for 
ports of luxury goods and continued its policy 
if channelling a larger proportion of loans to the 
roduction sectors. 


| In terms of current value, exports increased 
ubstantially over their 1967 level (by 18 per cent) 
i: imports exceeded it by only 10 per cent. 

e sizable deficit on current account was conse- 


1960 1966 1967 1968? 

Total supply 909.0 1,357.8 1,447.1 1,549.5 
Gross domestic product 756.0 1,043.1 1,098.9 1,168.8 
Imports of goods and services . 153.0 314.7 348.2 380.7 
Total demand : 909.0 1,357.8 1,447.1 1,549.5 
Exports of goods and services 4 136.0 260.2 283.8 336.2 
Gross fixed investment 95.8 138.7 159.1 177.9 
Public. 20.2 29.8 40.0 53.6 
Private ; 75.6 108.9 119.1 124.3 
Total consumption . 677.2 958.9 1,004.2 1,035.4 
General government 73.0 103.1 107.2 114.1 
Private 604.2 855.8 897.0 921.3 


Source: ECLA, on the basis of official statistics. 


quently reduced, and the net position of inter- 
national reserves improved for the fourth year 
running, despite a reduction in the net inflow of 
non-compensatory capital (see table 121 and 
figure XVI). 


MAJOR PRODUCTION SECTORS 


The recovery of agriculture extended to both 
export commodities, which continue to be of 


Table 121. Honduras: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
; lurrent account 
| Exports of goods and services 71.9 137.7 156.6 170.7 201.2 
Goods 64.4 128.2 144.5 155.9 185.1 
Services 1BS) 95 12.1 14.8 16.1 
| Imports of goods and services 77.9 134.9 164.3 182.4 199.7 
| Goods, f.o.b. 65.4 113.2 138.0 152.4 168.0 
Services 12.5 21.7 26.3 30.0 31.7 
Net investment income +91 — 13.1 —15.5 —21.2 — 23.7 
Net private transfer payments —0.6 +0.4 +0.4 +0.5 +0.5 
| si on current account +2.5 —9.9 —22.8 —32.4 —21.7 
\apital account 
: \ external financing —2.5 +99 +22.8 —32.4 +21.7 
| Net non-compensatory foreign capital +0.1 +21.9 +21.2 +35.0 
j Direct investment 3 ; —7.6 +6.3 +8.3 +8.7 
Non-compensatory loans +3.6 +53 +3.4 +8.6 
Short-term liabilities . +0.9 +6.1 +5.7 +13.5 +26.6 
Official transfer payments +3.2 +4.2 +3.8 +4.2 
| Net non-compensatory domestic capital or assets. —1.6 —1.3 —0.9 —7.4 
| Errors and omissions ; —0.7 —5.2 +6.5 +6.2 
| Compensatory movements Gaeneass Re —0.3 —5.5 —4.0 —1.4 
| Net compensatory foreign capital +0.6 —1.8 0.0 —6.0 
|. Balance-of-payments loans and deferred import 
Kg payments : : — — — — 2g 
Other liabilities of the monetary authorities , +0.1 +0.7 +1.0 —1.0 ; 
IMF position +0.5 “—2.5 —1.0 —5.0 
Movements of gold and foreign exchange reserves 
(increase —) : : —0.9 —3.7 —4.0 +4.6 


~ Sources: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 
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decisive importance in the structure of agri- 
culture, and production for the home market. 


The two principal banana companies in 
Honduras have almost completed the programme 
for improving production and expanding the area 
under cultivation. Output in 1968 is estimated at 
3 million stems, which is an increase of 8.7 per 
cent over 1967. This increment is attributable to 
favourable weather conditions which made it 
possible to obtain high yields during the year, since 
world prices were little or no incentive to pro- 
duction, 


Coffee production, also favoured by rainfall, 
rose from 30,300 to 40,600 tons between the last 
two crop years. World market prospects indicate, 
however, that the present harvest may give rise to 
a problem of surpluses,* which would compel 
Honduras to seek new markets for this com- 
modity. 


The factors which for two years have caused a 
reduction in the cotton-growing area (basically 
pests and lack of financing) persisted in 1968. 
Although, to judge from the estimates for 
1968/69, an increase of about 17 per cent may be 
expected in the volume of production, this would 
still fall short of the peak figure of 11,300 tons 
recorded for the 1964/65 crop. 


The Banco Nacional de Fomento proceeded 
in 1968 with its programme of technical and 
financial aid to promote the production of basic 
grains. Noteworthy in this respect are the project 
for the use of improved seeds, the recently 
approved programme forthe construction of silos 
which in a few years’ time will increase the storage 
capacity of the price regulating agency from 
271,100 to 793,820 quintals, and the credit pro- 
gramme to finance inputs for the small farmer 
cultivating basic grains, which the Bank is to 
launch in 1969 in co-operation with the Rural 
Development Co-operative Service (Servicio 
Cooperativo de Desarrollo Rural). 


Available data on the industrial sector indi- 
cate a growth of 10.7 per cent in 1968. Industrial 
policy underwent little change during the year. 
Some developments, however, represent pro- 
gress in laying the bases for. broader industrial 
development. Thus for example, a study has 
been completed with a view to establishing an 
industrial estate at San Pedro Sula, and other 
studies have been carried out to determine 
whether it is feasible to set up other industrial 
estates at Tegucigalpa and in the south, on the 
Gulf of Fonseca. 


® The 1967/68 harvest had already produced a small 
surplus of 77,000 bags, part of which is beginning to be 
exported against the quota for the 1968/69 crop year. 
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The two most important industrial projects} 
undertaken in-1968 are a petroleum refinery and] 
a sugar mill. Other projects include two shrimp 
and meat packing plants at San Pedro Sula, 
a plant producing plastic spectacle frames and 
another manufacturing motor-car silencers, 4 
cotton-seed and sesame-seed oil mill, and a 
vulcanizing plant. In addition, the existing) 
cement plants, iron and steel foundries and plants; 
producing food concentrates were expanded. 


A venture holding out excellent prospects is} 
the proposed establishment of a pulp and kraft 
paper mill; an enterprise has been set up to 
undertake the preliminary negotiations and the 
engineering studies. The project would be initiated 
in 1969 for completion in two years, at a cost of] 
77 million dollars. Another project of regional: 
scope which would have a decisive influence on 
industrial growth is the steel plant which ao 
duras is planning to establish at Agalteca 
would produce 100,000 tons annually of carbon! 
steel billet, utilizing ‘the country’s supplies of i ir 
ore, limestone and coal. 


Lastly, the entry into effect of the Protocol on 
Fiscal Incentives in 1969 should strengthen) 
Honduras’ efforts to develop its manufacturing) 
industry in the next few years. 


THE PUBLIC SECTOR 


Public sector trends in 1968, which were 
similar to those noted in 1967, are reflected in the} 
figures for government income and expenditure,’ 
The importance which the public sector has} 
gradually assumed has influenced the to 
volume of public expenditure; this increased t0 
246 million lempiras in 1968 from 117 million’ 


expenditure to the product from 15.9 to 19 3 
per cent. The biggest increase was in capital 
expenditure, which preliminary estimates put at 
approximately 113 million lempiras, or 75 pet 
cent more than in 1966 and 10 per cent more than 
in 1967. Consumption expenditure, on the other 
hand, rose by a little more than 18 per cent over 
1966, and only 5 per cent over 1967. 


The vigorous growth of public investment is thé 
result of more energetic government action t 
step up the construction of economic and social 
infrastructure works. Nevertheless, the public 
investment coefficient is stilll low, and projects 
have been completed in relation to those pro- 
grammed.’ 


* Estimates of the Planning Council show that at the) 
end of 1967 the public sector had a balance in hand of. 6) 
million dollars obtained from international financing, 
agencies, and new loans totalling 25 million dollars had i 
been contracted for 1968. ] 


Current general government income in 1968 
sontinued the rapidly rising trend of the last 
‘ew years, with the exception of 1967. The 
‘xpansion of foreign trade, the measures to raise 
‘ax revenue and the improvement in economic 
\etivity in general resulted in a 23.3 per cent 
merease in income. The proceeds from direct and 
ndirect taxes rose by nearly 14 per cent, reaching 
41.7 and 95.8 million lempiras respectively. 
he larger volume of exports pushed up income 
rom export taxes and charges from 4.4 million 
empiras in 1967 to 7.6 million in 1968, while 
‘evenue from import duties also went up by 16 
der cent. 


_ As a result of the evolution of income and 
‘xpenditure, the surplus on the public sector 
‘urrent account may be estimated at a little over 
10 million lempiras for 1968, which means that 
he rising trend of the last few years was main- 
ined. Accordingly, the Government was able 
‘0 dispense with financing from the banking 
ystem, although it made considerable use of 


Jamaica 


H\ 

_ In 1968 the Jamaican economy failed to regain 
he rate of growth recorded from 1960 to 1966 
see figure XVII). In terms of current prices, the 
sross domestic product is estimated to have in- 
sreased by 5.5 per cent in 1968, which compares 
Javourably with the 1967 rate of 4.3 per cent. 
Chis difference is significantly reduced, however, 
f it is considered that domestic consumer prices 
tose by about 3.6 per cent over the past year, as a 
result of devaluation of the currency at the end 


| The increase in the product was mainly due to 
the fact that certain important production 
vectors, such as mining, manufacturing, con- 
\truction and transport, recovered some of their 
impetus (see table 122). Exports also rose 7.5 per 


Millions of Jamaica pounds at current prices 


Figure XVII. Jamaica: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


PER CAPITA 
PRODUCT 


1961 62 63 64 65 66 67 68 


cent up to September 1968 over the same period 
in 1967. This increase is all the more striking 
inasmuch as the prices of the major primary 
export items, particularly agricultural com- 
modities, remained low. 


MAIN PRODUCTION SECTORS 


Because of the drought, which affected agri- 
culture for the second consecutive year, the 
agricultural product rose by only 1.6 per cent in 
terms of current prices, which was as small an 
increase as in the previous year. This situation 
was the result of the production levels of sugar, 
bananas and of articles for home consumption. 


In contrast, it is estimated that the output of 
extractive industry went up 6.8 per cent in 1968, 
which is substantially more than in the previous 
year and the same as the sector’s high average 
growth rates for the nineteen-sixties. This in- 
crease is mainly attributable to the higher output 
of alumina; up to October, this was more than 6 
per cent over the 1967 level as a result. of 
additions to existing installed capacity, which 


Table 122. Jamaica: gross domestic product by sector of economic activity, 1960 and 1966—68* 


Annual growth rates 


Sector 


| Sources: to 1967: publications of the Department of 
jtatistics aH the Central Planning Unit, Kingston. For 1968: 
ill year projections from part year estimates. 


| 1960 1966 1967° 1968¢ 1960-66 1967® 1968 
\\griculture, forestry and fishing 26.0 37.6 38.2 38.8 6.3 1.6 1.6 
Aining, quarrying and petning 20.8 30.9 32.3 34.5 6.8 4.5 6.8 
\Aanufacturing 29.4 49.5 50.7 54.6 9.1 2.4 FA) 
onstruction . 9H | 34.6 36.5 39.4 5.1 585 79 
\ransport and communications 16.7 24.2 25.0 26.6 6.4 Sea) 6.4 
|ommerce ; : ; 38.9 45.6 47.9 49.8 Zell 5.0 4.0 
overnment 13.3 25.0 26.7 27.8 11.1 6.8 4.1 
Yther . . , : A Z ‘é 44.6 75.1 79.1 83.4 9.1 mS, 5.4 
| Growth rate of the total product 2I5S:4° "3225 336.4 354.9 7.0 4.3 5.5 


* At current factor cost. 
» Provisional figures. 
© Estimates. 
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had been completely utilized the year before. 
The construction of a new alumina plant began 
in 1967, and others will be built later, thus 
existing capacity will be trebled by 1975. On the 
other hand, preliminary estimates show that 
bauxite production was below the peak level of 
9.2 million tons reached in 1967 (see table 123). 
Other industries contributing to this sector’s 
growth include quarrying—despite its relatively 
minor importance compared with the alumina and 
bauxite industry—in response to the greater 
demand for construction purposes, and petroleum 
refining (included in this sector in the official 
national accounts estimates). In 1968 petroleum 
refining recovered from the decline it had shown 
the previous year as a resut of a labour dispute. 


Table 123. Jamaica: bauxite and alumina production, 
1963-68 


(Thousands of tons) 
Bauxite Alumina 
1963 . 7,014 719 
1964 . 7,936 757 
1965 . 8.650 753 
1966 . 9,061 802 
1967 . 9,230 828 
1968? . 8,680 882 


Source: ECLA, on the basis of official statistics. 
* Estimates based on data for ten months of the year. 


The volume of imports of construction 
materials, the increase in commercial bank 
credit for construction, and other indicators, 
such as cement sales, confirm the increase of 
approximately 8 per cent that had been estimated 
for construction activities. This increase is 
accounted for by the construction of new in- 
frastructure works and of industrial and mining 
plants, since house-building seems to have re- 
mained at the same level. 


Manufacturing industry recorded the highest 
growth rate for the decade and thus exceeded 
the value added of the other sectors. It also 
underwent a structural change, proceeding from 
the processing of primary products for export, as 


Table 124. Jamaica: exports of staple products, 1962 and 1965-67 


iad 


¢€ wl ideas. 


{ 

a first stage, to the more diversified production 
of foodstuffs, chemicals and metal products, in’ 
response to a well-defined import substitu 
policy. 
From 1963 to 1966 the manufacturing produ 
rose by 8 per cent annually at current prices. In| 
1967 the rate was only 2.4 per cent because of the 
drop in sugar, rum and alcohol production and | 
the 6 per cent decline in cement output. The | 
growth of the manufacturing product in 1968 | 
is estimated at 7.7 per cent; two factors contri- 
buting to this were the recovery in the con-. 
struction industry and the inclusion of new in- 
dustries in the national economy. - 
THE EXTERNAL SECTOR 


Bauxite and alumina continue to account for 
substantial share of exports, i.e., almost half o 
the total. Sugar and some sugar products rank 
next in importance—22 per cent—followed bi 
bananas and other agricultural commodities— 
14 per cent—(see table 124). In 1967 exports re 
mained unchanged owing to the drought tha 
affected agriculture and to the low export pric 
There seems to have been some improvement 
the past year, in spite of the continued effects ¢ 
the drought. Up to the end of September, expo 
had risen by about 7.5 per cent over the same 
period in 1967; this increase is attributable to” 
mining products, fuels and manufactured pro-- 
ducts rather than to agricultural commodities as 
whole. Tourism earnings rose in the past year te 
an estimated 38 million Jamaican pounds. 


Imports went up 29 per cent in the first nin 
months of 1968 compared with the same period in 
1967. In spite of the import substitution policy, 
foods and consumer manufactures continue to 
account for a large share of imports. In recen 
yeas there has been a gradual change in the 
composition of imports, with increasing pur 
chases of capital goods required for the develop 
ment of industry and the expansion of installed 
mining capacity. 

This situation is believed to have aggravatec 
the balance-of-payments deficit on current 


Millions of Jamaica pounds Percentages 

1962 1965 1966 1967 1962 1967 

Bauxite and alumina . 30.2 35.3 37.7 39.4 48.6 49.0 
Sugar, rum and molasses 16.4 17.7 18.6 77 26.4 22.0 
Bananas ; 4.5 6.1 6.3 6.6 Te 8.2 
Citrus fruit, cocoa, coffee, etc. 4.1 Del 5.3 4.5 6.5 5.6 
Manufactured goods . 4.8 79 9.0 8.8 Jad 11.0 
Other products . = wh) 2.9 Supe 3.4 3.6 4.1 
TOTAL 62,2 75.0 80.1 80.4 100.0 100.0 


Sources: Publications of the Department of Statistics and the Central Planning Unit, Kingston. 
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| Table 125. Jamaica: balance of payments on current account, 1963-67 


(Millions of Jamaica pounds) 


! Exports of goods (f.0.b.) 
Imports of goods (c.i.f.) 
Balance on merchandise trade 
Net services : 

Net transfer payments. 

| Balance on current account . 


1963 1964 1965 1966 1967 
74.4 78.1 71.4 82.3 82.7 
80.1 RO2 Mi ere tO2e] | PRL 825.0 
er = 24,0) 2513 — 33.4 “— 4253 
2.0 2.5 8.3 12.2 11.0 
TD 6.5, 6.1 Se 5.0 
35 —-15.6 -109 -160 —263 


Sources: Department of Statistics and the Central Planning Unit, Kingston. 


iecount, which in 1967 was already 26 million 
Jamaican pounds. According to the trend shown 
up to September, the trade deficit would appear 
‘o have increased from 42 million Jamaican 
pounds in 1967 to some 70 million in 1968 (see 
lable 125). This figure was probably reduced to 
ome 40 million pounds with the greater inflow 
inder the head of tourism and the movement of 
\ther current account balances. There seems to 
lave been a substantial increase in the inflow of 
‘apital, however, since by the end of the year 
fternational reserves were showing an incre- 
hent over the figure for the end of 1967. 

{ 


Mexico 
RECENT ECONOMIC TRENDS 


During 1968, the Mexican economy followed 
ery similar trends to those of the mid-nineteen- 
fties. The gross product increased 7.7 per cent, 
'r more than in 1967 (see table 126 and figure 
{VIID. 
| The expansion of the product mainly reflects 
he progress made by the agricultural sector, 


lable 126. Mexico: annual growth rate of the gross domestic 
| product by sector of economic activity, 1960-66, 1967 


and 1968 

1960-66 1967 1968 

\griculture 3.9 2.3 3.9 
fining. 05. i0.0%% 9 
etroleum omarion ys 6 
f{anufacturing 8.5 8.2 9.0 
‘onstruction (Gee 11.3 9.0 
'oods . P A : 6.4 6.6 71 
lectricity, gas and water 10.0 10.2 8.5 
Transport and communications 3.4 5.0 5.5 
Jasic services 4.9 64 6.3 
‘ommerce 6.4 6.4 Yee) 
jiovernment . 4 5 6.5 5.0 6.5 
fiscellaneous services” . 6.2 74 7.1 
"ther services - : ; . 64 6.7 7.3 
Growth rate of the total product 6.3 6.5 7.0 


Source: Banco de México, S.A. 
* Preliminary estimates. 
> Including nce. 


\hich increased by 3.9 per cent after its decline in 26°° 


1967. Crop farming, especially for export, made 
a particularly good recovery, and the livestock 
industry also showed signs of greater vitality. 
Mining and the services sector expanded as well. 


Figure XVIII. Mexico: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


TOTAL PRODUCT 


PER CAPITA 
PRODUCT 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


ay Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
AND SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING dy 


PROFITS ON FOREIGN 
INVESTMENT AND 
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Furthermore, the growth rate of industry was 
higher than in 1967, although itshowed divergent 
trends, with the output of capital goods advanc- 
ing much faster than that of consumer goods. 


An ample supply of agricultural commodities 
thanks to good weather conditions and abundant 
water for irrigation raised exports over their 1966 
level. They were also helped by better world 
market prices for cotton, sugar, livestock pro- 
ducts and some minerals, mainly sulphur and 
copper. Net returns from tourism increased by 
18 per cent, which is a higher rate than in 1967, 
owing to the influx of foreign visitors to the 
Olympic Games. 

Domestic demand was less buoyant than ex- 
ternal demand, having increased over the year at 
the rate of 7.3 per cent, mainly owing to the 
expansion in public investment (see table 127). 
The improvement in the situation of agriculture 
and the adjustment in minimum wage levels for 
1968-69, which represented increases of 15 and 
16 per cent for urban and rural areas respectively 
also did much to raise domestic consumption. 


Gross fixed investment is estimated to have 
been 60,240 million pesos at current prices, that 
is, 13.8 per cent more than in 1967. The increase 
was greater in public investment and, although 
less than in the previous year, was a sufficient 
stimulus to produce an expansion of 9 per cent in 
construction activities. Its effect was most power- 
ful in the first half of the year and gradually 
weakened as the various building projects for 
the Olympic Games and tourism were completed. 


The partial data available indicate that 
stronger fiscal measures were taken in 1968 to 
increase domestic.savings. The income tax 
system was modified, as were the tax systems for 
production, turnover, corporation income and 
foreign trade. As a result, the current revenue of 
the Federal Government was raised by as much 


Table 127. Mexico: total supply and demand, 1960 and 1966-68 
(Millions of pesos at 1960 prices) 


as 17 per cent. At the same time, the expansion: 
of current’ expenditure was kept within the’ 
specific limit of 13 per cent, so that over 1,300 
million pesos became available for investmieg 
purposes. 


In monetary matters, the tendency of the’ 
money supply to grow more slowly than the 
product at current prices has been reducing over-| 
all liquidity little by little for some years. By the) 
end of 1968, the money supply was 12.9 per cent 
greater than in 1967, and was thus able to meet 
the demand for greater liquidity as a result of the 
upsurge of economic activity, a state of affairs: 
which had not occurred for many years. 


The bank system granted additional — 
to the value of some 22,000 million pésos, whi 

represents a growth rate of 18 per cent, or more 
than in the previous year. The bulk of the in- 
crease—64 per cent—was made up of bigger! 
loans to the private sector, most of which went 
industry. In terms of growth, however, the funds 
distributed to the public sector far outweighed) 
those destined for firms and private persons, sint 
the former increased by more than 23 per cé 
and the latter by 16 per cent. This changed 
structure of financing, as the Government’s share 
of loan funds, mainly consisting of Governm 

bonds sold to banks, rose from 25 to 36 per cen | 
between 1967 and 1968. 5 


The higher level of internal economic activi 
and the credit expansion in 1968 led to a 12 per 
cent increase in imports of goods (more than’ 
1,900 million dollars), with durable consume 
goods accounting for the major portion. This 
explains why the balance-of-payments deficit om 
current account was approximately 14 per cen 
more than in 1967, despite the reactivation © 


ERR Oe RY eae 


able to wipe out the current deficit and 


1960 1966 1967 19682 

Total supply : 174,214 250,251 267,246 287,770 
Gross domestic product 155,889 224,798 239,410 256,288 
Imports of goods and services . 18,325 25,453 27,836 31,482 
Total demand ; 174,214 250,251 267,246 287,770 
Exports of goods and services . 16,599 23,304 23,122 25,944 
Gross fixed investment 23,226 37,461 42,100 45,434 
Public. 10,071 12,700 16,600 18,804 
Private ‘ 13,155 24,761 25,500 26,630 
Total consumption . 134,389 189,486 202,024 216,392 
General government 7,669 12,168 12,885 14,855 
Private : 126,720 177,318 189,139 201,537 


Source: ECLA, on the basis of official figures. 


® Preliminary estimates. 
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itrengthen the position of Mexico’s international 
teserves for the second year in succession (see 
table 128 and figure XVIID). 

Although factors on the demand side were 
expected to push up prices in 1968, the increase 
‘n the supply of goods combined with prudent 
management of fiscal and monetary policies 
prevented them from climbing unduly. The 
wholesale price index for Mexico. showed an 
‘ncrease of 1.9 per cent in 1968 compared with 
2.9 per cent in 1967. Over the same period, prices 
of food rose slightly more than those of other 
tonsumer goods, while the rise in the cost-of- 
iving index for manual workers was a little 
higher than in December 1966 to Octobr 1967, 
ut even so was only 1.8 per cent. 


We 
FOREJGN TRADE AND THE BALANCE OF 


| PAYMENTS 

| In 1968, production for export made good 
)rogress, as several commodities commanded 
tigher prices. Export crops, which had dropped 
ilmost as much as 2 per cent in 1967, expanded 
it a rate of nearly 6 per cent in 1968, thanks to 
sood weather conditions and an abundant supply 
if water for irrigation. 

| The increase in the volume of cotton output, 
\s a result of the extension in the cotton-growing 


| 


area and higher yields, combined with better 
world market prices to raise the value of exports 
to 170 million dollars. Nevertheless, cotton has 
not fully recovered from its decline in 1967, 
since the depressive effects of the cotton cycle 
that began in that year persisted into 1968. The 
partial recovery in the value of sales is attribut- 
able to a bigger harvest in 1968/69, the impact of 
which will probably be felt even more strongly 
in 1969. 


Exports of coffee earned an additional 18 
million dollars as the average sales price was 
maintained at the previous year’s level, with 
the result that the volume of supply was in- 
creased slightly. The actual export quota was 
86,500 tons for October 1967 to September 1968 
as against only 81,300 tons the year before. The 
4 per cent increase in the 1968/69 quota, which 
had been approved by the International Coffee 
Council in February, was helpful to exports in 
the last quarter of the year. 


Sales of maize and wheat, which, in 1967, had 
largely compensated for the drop in cotton and 
coffee exports, played a very different part in 
1968: virtually no wheat was sold abroad while 
the value of maize exports fell by nearly 40 per 
cent. In the last few years an attempt has been 
made to bring their output intoline with domestic 


Table 128. Mexico: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
furrent account 
Exports of goods and services 1,340.0 1,972.0 2,132.0 2,156.0 2,446.0 
| Goods. 764.0 1,146.0 1,228.0 1,152.0 1,255.0 
| Services : 576.0 826.0 904.0 1,004.0 1,191.0 
Imports of goods and services 1,481.9 2,024.0 2,121.0 2,328.0 2,642.0 
| Goods, f.o.b. : 1,150.2 1,522.0 1,563.0 1,706.0 1,905.0 
Services 331.7 502.0 558.0 622.0 737.0 
Net investment income — 190.5 —339.0  —3730  —469.0  —535.0 
| Net private transfer payments —6.9 —6.0 —5.0 +1.0 +1.0 
| Balance on current account — 339.3 — 397.0 — 367.0 — 640.0 — 730.0 
\apital account 
| Net external financing + 339.3 +397,0 + 367.0 + 640.0 + 730.0 
. Net non-compensatory foreign capital +189.6 +239.0 + 460.0 +711.0 
Direct investment . — 38.1 +214.0 +186.0 +109.0 
Non-compensatory loans +173.7 +3.0 +159.0 +379.0 
Short-term liabilities +52.2 + 22.0 +117.0 +227.0 +801.0 
Official transfer payments +1.8 _ —2.0 —4,0 
‘Net non-compensatory domestic capital or assets . —2.1 —94.0 +71.0 —91.0 
| Errors and omissions 5 + 131.5 +191.0 —182.0 +101.0 
‘Compensatory movements linens ay +20.3 +61.0 +18.0 — 81.0 
Net compensatory foreign capital +4.8 —10.0 — 12.0 —13.0 
Balance-of-payments loans and deferred payments. a — — — 
Other liabilities of the monetary authorities . +4.8 — +20.0 —4.0 —71.0 
IMF position — — 10.0 — 32.0 —9.0 
Movements of gold and foreign exchange (increase =) +15.5 +71.0 +30.0 — 68.0 


Sources: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 
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demand, as in the case of wheat. As maize pro- 
duction increased appreciably in 1968, stocks 
have undoubtedly gone up. 


Sugar exports achieved the remarkably high 
value of 85 million dollars (26 per cent more than 
in 1967), owing to a larger volume of sales and 
an increase of over 8 per cent in the average price. 
In 1968, about 650,000 tons were exported (16 
per cent more than in the previous year),® 85 
per cent of which went to the United States 
mainly because of the increase in Mexico’s sugar 
quota following a redistribution of the quotas. 


Sales of cattle and beef, which had been limited 
in 1967 by the failure of output to keep pace with 
domestic requirements, increased appreciably in 
1968 owing to the upsurge of activity in the 
livestock industry. Exports were 32 per cent 
higher than in 1967 and average prices rose too, 
particularly for cattle on the hoof. They 
amounted to 80 million dollars in value; this 
figure topped the previous year’s level by 37 per 
cent and was higher than at any other time in 
1964-67. 


Shrimp sales, on the other hand, dropped 18 
per cent in value to their 1966 level, owing to a 
reduction in supply due to the shrimp’s repro- 
ductive cycle and to hurricanes which coincided 
with the fishing season. 


Zinc and copper exports showed a moderate 
improvement in both value and volume (copper 
was also influenced by an increase of about 13 
per cent in the average export price). These 
improvements reflect a higher rate for ore 
mining than in 1967. The value of sulphur ex- 
ports also went up by 16 per cent to 56 million 
dollars despite thé reduction in the amount 
extracted, thanks to soaring market prices. In 
addition, there was an increment in silver ex- 
ports, which totalled 62 million dollars, thereby 
improving upon their 1967 figure. This was partly 
due to an expansion of the volume exported, but 
more particularly to the rise in international 
market prices. 


Exports of manufactures remained at vir- 
tually the same level as in the last two years, 
except for textiles, the sales of which fell off, 
probably because of the contraction in pro- 
duction and problems that limited the possibilities 
of placing them on the United States market. 


Under the stimulus of domestic demand and 
an improvement in national purchasing power, 
imports continued to rise in 1968. They amounted 
to more than 1,900 million dollars in value, 
which is 12 per cent higher than in 1967. This 


8 Including some 100,000 tons taken from carry-over 
stocks from the previous year. 
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increase was basically due to private purchases. 
since public-sector purchases were oe 
slightly. 


From the partial data available, it can be s 
that imports of consumer goods, artical 
durables, expanded. by about 20 per cent after 
remaining constant in 1967. The expansion was 
mainly due to bigger purchases of motor vehicles 
and of radio and television parts. | 


Imports of capital goods and raw materials 
increased by 13 and 18 per cent respectively, 
representing 30.4 and 45.6 per cent of the toed 
The bulk went to industry, but a sizeable amount 
was also earmarked for the transport sector. The 
increase in their share of the total was due tc 
purchases of telephonic and telegraphic appara- 
tus, airplanes and the necessary spare > 
chassis for motor vehicles and motors fo 
driving machinery. | 


Purchases of building materials expanded by 
17 per cent, while those of fuels and lubricants 
fell off slightly. 


Exports of goods were outstripped by those of 
services. The Olympic Games did much to swell 
income from tourism to an estimated net value 
of 18 per cent more than in 1967, and the sale of 
television rights abroad represented an additional 
source of revenue. Border trade expanded from 
595 to 710 million dollars, at the same rate as q 
the previous year. 


Despite these improvements, and the reco a 
of exports of goods after their stagnation in 19 
the increased inflow of imports coupled wi 
higher factor payments abroad (particularly 
interest) resulted in a particularly large defici 
on current account. 


Much of the deficit was covered by the net 
inflow of long-term capital, in spite of the i 
crease in amortization payments. Capital move- 
ments mainly consisted of greater direct invest 
ment and external financing for the public 
sector, but short-term capital movements wee 
also quite appreciable. 

. 


MAJOR GOODS-PRODUCING SECTORS 


Industrial production expanded more rapi 
than in 1967, as a result of the increased develop 
ment of manufacturing (9 per cent, compar 
with 8.2 per cent in 1967). Meanwhile, 
and quarrying, with a rate of 2.7 per cent, 
covered from their relative stagnation in t 
previous year (see table 129), 


In the manufacturing sector, the producti 
of capital goods grew at a faster pace (10.5 
cent) than that of consumer goods (7.4 per cen’ 


Table 129. Mexico: industrial production indexes, 1960-68 


| (1950= 100) 
: Year ey rt Ue come mere 
1960 . 197.4 132.6 207.8 202.9 201.6 242.6 
1961 . 204.7 127.0 231.4 210.1 203.6 265.6 
| 1962 . 2S 128.6 235.8 223.6 205.8 282.8 
1963 . 235.0 133.1 250.4 244.2 238.1 309.9 
: 1964 . 266.0 134.3 273.2 278.8 277.2 356.0 
1965 . 280.9 133.2 284.7 298.7 PH PES) 390.0 
1966 309.9 136.7 293.8 331.9 313.4 430.1 
, 1967 336.5 138.1 32773 359.1 348.8 474.0 
1968* 4 365.1 141.8 347.6 391.4 380.2 514.3 
| ; 344.6 139.8 318.7 373.3 340.4 468.2 
372.8 142.6 344.7 403.8 379.0 500.1 


Source: Banco de México, S.A. 
* Preliminary estimates. 


in line with the dynamic trend shown by invest- 
ment during the year (see table 130). The pro- 


following a tapering off in 1967, and sales rose 
from 86,000 to 103,280 units. A larger pro- 


| Failized, although there is still a fairly consider- 
a ble amount of idle capacity. Output of electrical 


The production of textiles was affected in 
some degree by the trade union dispute in the 
textile industry, and by the difficulties that arose 
over exports to the United States. The manu- 


facture of cotton fabrics increased by about 5 per 
cent, while that of artificial fibres exceeded the 
1967 level by 18 per cent. 

The food, beverage and tobacco industries 
recorded smaller increases than in 1967. The 
highest rate was attained in the production of 
canned meat, followed by that of dairy products 
and noodles, but on a lesser scale. Output of 
canned fish, ground and roasted coffee, and 
sugar also declined, that of sugar because of the 
poor cane harvest in the previous crop year. 


Tron and steel making expanded considerably; 
this was not wholly reflected in the growth of 
production (11.4 per cent in 1968 as against 10 
per cent in 1967), but is clearly apparent in 
investment in this branch of activity, stimulated 


Table 130. Mexico: index of manufacturing production and volume of 
production of selected items, 1964-68 


* Preliminary estimates. 
> Thousands of tons unless otherwise stated. 


(1950 = 100) 
1964 1965 1966 1967 1968 
Index of manufacturing Cae 
(1950= 100) : 4 ‘ 278.8 298.7 331.9 359.1 391.4 
Volume of production? 
Pig iron and sponge iron . 1,130 1,159 1,402 1,611 2,064 
Ingot steel : 2,326 2,455 2,787 3,040 3,270 
Cement . 5 ‘ 4,339 4,199 4,828 5,544 6,098 
Sheet glass (thousands of square metres) 11,462 10,759 12,496 13,148 16,343 
Sulphuric acid. : 454 515 581 639 743 
Caustic soda . 95 104 110 121 139 
Rolled products 1,830 1,953 2,199 2,348 2,620 
Pulp and groundwood 281 338 353 378 402 
Paper and paperboard 529 591 633 685 740 
Artificial fibres |. 33 38 42 49 58 
\ Tyres (thousands of units) 2,908 3,077 3,642 3,818 4,311 
Cotton textiles f 120 126 134 137 144 
Beer (millions of litres) 1,016 1,098 1,163 1,227 1,238 
Vegetable oils . 321 335 350 402 430 
Sugar 1,815 1,983 2,011 papa | 2,264 


Sources: Banco de México, S.A. and Nacional Financiera, S.A. 
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by the industrial policy aimed at self-supply in 
steel products. Thanks to the expansion of 
installed capacity, it was possible to process 
a volume of 2.1 million tons of primary iron, 
compared with 1.6 million tons in 1967. The new 
plants and facilities, some of which are expected 
to begin operating in 1969, will boost capacity to 
5.1 million tons of ingot steel by 1971. 

Steel output maintained its 1967 growth rate, 
amounting to 3.3 million tons of ingot steel. The 
incomplete data available show that the pro- 
duction of rolled products rose 11.6 per cent in 
1968, covering practically all domestic require- 
ments, while exports also increased. 

The rate of increase in petroleum output was 
6.2 per cent lower than in 1967. On the other 
hand, 834,000 tons of basic petrochemical pro- 
ducts were obtained, a start being made on the 
production of acetaldehyde, and the capacity for 
producing ammonia being quadrupled. Forty 
petrochemical plants are at present under con- 
struction at a total cost of 1,356 million pesos, 
57 per cent of which is being contributed by 
Petrdleos Mexicanos and the rest by private 
firms, with or without government participation. 

To meet the growing demand for fertilizers, 
the process of consolidating several manu- 
facturing firms under Guanos y Fertilizantes de 
México, S.A., was completed, and plants were 
adapted in order to keep supply in line with the 
requirements of the programme for introducing 
technical improvements in agriculture. Pro- 
duction in terms of nutrients has reached 183,000 
tons of nitrogen and 107,000 tons of phosphorus. 

In mining, except for sulphur and zinc pro- 
duction, which declined by 10.8 and1.0 per cent 
in relation to 1967, the production of mining pro- 
ducts for export was stimulated by external de- 
mand, with increase in silver, copper and lead. 
In contrast, manganese output continued to 
shrink, reaching its lowest level in 1968—16,000 
tons—mainly because of the depletion of the 
deposits worked in the state of Jalisco. The 
growth of demand from the steel industry 
favoured the production of iron ore, which 
expanded by 18 per cent to a volume of 1.9 
million tons. 

Weather conditions for agriculture in 1968 
were satisfactory, with abundant rainfall. As a 
result of the previous year’s rains, water in the 
reservoirs reached a very high level. Conse- 
quently, both irrigated and non-irrigated crops 
developed without difficulty, giving rise to a 
substantial increase in agricultural production 
compared with the previous year. 

A study of agricultural trends over the nine- 
teen-sixties shows that production for export has 
been influenced more by the improvement in 
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yields than by the expansion of the area under 
cultivation. In effect, the respective cumulative | 
annual rates indicate an increase of 4.2 per cent} 
in yields over the past five years and an expansion | 
of less than 1 per cent in the area under cultivar) 
tion. 


Besides production for export, agricultural | 
production for domestic consumption also. 
followed a more satisfactory trend than in the. 
preceding crop year. In particular, the larger maize: 
crop was favoured by sowings in an additional 
area of over 200,000 hectares, especially in the dry 
farming regions, and also by an improvement in 
yields per hectare. In line with the policy followed 
in fixing support prices, there was a further’ 
reduction in the area earmarked for wheat 
(45,000 hectares), which caused a drop in out 
put. The restrictions placed on maize and wheat 
in irrigated districts favoured other crops in- 
cluding sorghum, production of which has 
climbed steadily in recent years, helped by credit. 
programmes and the establishment of support 
prices. 

Production of oilseeds has been increasing 
significantly, as a result of the policy to promote 
the manufacture of oils and fats by utilizing the 
land freed by other crops. Over the past year 
there have been appreciable increments in such 
crops as safflower, sesame and soya, while the 
excellent cotton crop sent up supplies of cotton= 
seed for industrial use by 14 per cent. 2 


Although a smaller area was devoted to sugar 
cane, harvest results indicate a somewhat larger 


sugar production considerably exceeds domestic: 
demand (1.6 million tons), and the external 
market usually absorbs a substantial part of the 
surplus. . 


Mexico’s agricultural policy has been aime 
emphatically at improving production tech 
niques, and in 1968 this objective was given higl 
priority in government programmes. According 
ly, there were significant increases in the budge 
appropriations for agricultural research ant 
training, livestock development, improved seed 
and the promotion of fruit farming. The sum 
allocated to irrigation projects were also if 
creased considerably, thanks to which wo 
could proceed on important projects under 
National Small-Scale Irrigation Plan a 
Nacional de Pequefia Irrigacién), which is in 
tended to benefit 306,000 hectares over a peria 
of ten years* and is now in its second year 


® The sum of 380.6 million pesos were allocated to th 
Plan in 1968 (compared with 102.2 million in 1967). | 
investment by the executing bodies and state contr 
butions are taken into account, the resources earmarke 
for this undertaking total 416.4 million pesos. 


xecution. Six large reservoirs and fourteen 
maller ones were completed, thus expanding the 
trigated area by 75,000 hectares, besides intro- 
lucing improvements in a further 24,000. 


Nicaragua 

| GENERAL TRENDS 

The domestic product expanded by approxi- 
nately 4.5 per cent in 1968. This is.an improve- 
nent on the growth rates in 1965 and 1966, 
vhich were 3.9 and 4.1 per cent respectively, but 
§ still much lower than in 1963-65, when it was 
wer 8 per cent (see table 131 and figure XIX). 


table 131. Nicaragua: annual growth rate of the gross 
| domestic product by sector of economic activity, 1960-66, 
| 1967 and 1968 


lector 1960-66 1967 19688 
Agriculture . : : eS 2 3.6 4.5 
ining . : : : . 45 —4,7 0.0 
Aanufacturing 8.8 7.0 6.0 
onstruction . : d - 3.0 —13.3 1:9 
Bods ; : : ; a -O site C46 
lectricity, gas and water 15.6 8616.3 via! 


jransport and communications 6.3 4.6 5.0 
lasic services . : ten O00 8.2 oY 


Jommerce . 4 . Site oO 4: 4.1 5.6 
yovernment . : ‘ . 8.6 6.7 


fiscellaneous services 
ther services 4 ; ee le2 4.1 4.1 
| Growth rate of the total product 7.6 4.1 4.5 


Source: ECLA, on the basis of official statistics. 
_* Preliminary estimates. 


| The weakening of the economy in the last few 
‘ears is closely related to the loss of momentum 
‘a the external sector and the increasing difficulty 
if keeping up the growth of public expenditure. 
soth exports and imports had soared in the first 
ialf of the nineteen-sixties, but from 1965 on- 
vards, exports tended to remain static, while the 
naintenance of even a more moderate growth 
ate for imports tipped the balance of payments 
ar into disequilibrium on current account. 
Sentral government expenditure exceeded cur- 
ent income in 1966, when direct government 
lavestment was at its maximum, and the deficit 
became a good deal larger in the following year 
lespite a retrenchment in capital expenditure. 


| This explains why the main concerns of 
\conomic policy in 1968 were to clamp down on 
public expenditure and to restrict imports. The 
jormer led to a sharp cut in total central govern- 
i ent outgoings, and particularly public invest- 
nent, which was virtually confined to the com- 
\letion of works already in hand (see table 132). 
‘he current value of imports of goods and 
ervices decreased by about 4.5 per cent, al- 
jaough purchases from Central America ex- 


anded, albeit at a slower rate. 


4 


Figure XIX, Nicaragua: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural sccle 


Annual growth rates 


PER CAPITA 
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(b) EVOLUTION 


Millions of dollars 
at current prices 


NET EXTERNAL 
FINANCING 


1960 61 62 63 64 65 66 67 6 


The contraction in imports, coupled with an 
increase of 8.6 per cent in exports, reduced the 
deficit on current account, but even so it stood 
at about 40 million dollars (see table 133 and 
figure XIX). At the same time, the inflow of non- 
compensatory capital remained constant and, 
although reserves rose, the utilization of stand-by 
loans from the International Monetary Fund 
worsened the net position of the monetary 
authorities for the second year running. 


During the first half of 1968, conditions were 
extremely favourable for agriculture, and pro- 
mised a substantial improvement in the pro- 
duction of traditional export commodities. 
Unlike those for the two previous crop years, 
forecasts were for exceptional growth owing to 
timely rains and more effective pest control, 
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Table 132. Nicaragua: total supply and demand, 1960 and 1966-68 
(Millions of cérdobas at 1960 prices) 


1960 1966 1967 19682 

Total supply : : : ; 5 *3,0735;58 5,526.0 5,842.1 5,900.2 
Gross domestic product : : : DA 2 3,759.7 3,915.5 4,089.8 
Imports of goods and services . ‘ : 649.6 1,766.3 1,926.6 1,810.4 
Total demand . Z 5 5 SHAS 5,526.0 5,842.1 5,900.2 
Exports of goods and services : : j 525.0 1,281.5 1,351.4 1,451.1 
Gross fixed investment . ‘ ; ; 314.3 838.0 873.8 874.5 
Public. , i : t ; : 74.2 154.9 146.0 121.4 
Private ; ; : : : 3 240.1 683.1 727.8 T33.1 
Total consumption . 4 : : « 2,230.9 3,406.5 3,617.0 3,574.6 
General government . . 4 ; 210.0 305.4 329.0 323.6 
Private ; ; ¥ : : 4) te2,026:5 3,101.1 3,288.0 3,251.0 


Source: ECLA, on the basis of official statistics. 
® Preliminary estimates. 


Table 133. Nicaragua: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . : su EZ 171.8 172.0 —182°5 198.2 
Goods : 5 : : : 5 105.9) 149.2 1430 1480 159.1 
Services : ? ; ; Ne )3) 22.6 29.0 34.5 39.1 
Imports of goods and services : i 2 MST 188.7 92126) 23357 ees 
Goods, f.o.b. ‘ . ; ; . 56.4 133;9. -TS1:8) 5172.2), i6as 
Services s : ; : Sees 54.8 60.8 61.5 58.5 
Net investment income . P : . —2.8 -—12.8 —15.7 -—18.7 —19.4 
Net private transfer payments . E . +0.2 +2.3 +2.4 +2.7 +2.8 
Balance on current account ‘ ; . -11.1 -—274 -—539 —-67.2 —41.7 
Capital account 
Net external financing. } ; SA 9-274) 59:9 a 7 ee : 
Net non-compensatory foreign capital , BERT BSLG AEST26 +4387 ; 
Direct investment . : ! «eR +8.2 412.2 +145 
Non-compensatory loans . ‘ : . —06 +106 +21.5 +169 
Short-term liabilities i ; : . +3.9 +28.6 +18.8 +4,2 
Official transfer payments. —_. HT | AD kh it ee ee 
Net non-compensatory domestic capital or 
assets . . ; , : . 0.9 +2.2 —6.0 +5.3 
Errors and omissions ; . +0.2 —6.9 +4.6 +6.6 
Compensatory movements (increase ) . +41 #—19.5 -1.9 +16.6 
Net compensatory foreign capital . +4.0 -—13 —1.2 -141 
Balance-of-payments loans and deferred 
import payments . ; +40 —1.6 -16 —0.8 
Other liabilities of the monetary +1.2 
authorities . ; : : y — +0.3 +1.3 —1.0 
IMF position . — — --09 —12.3 
Movements of gold and ‘foreign exchange 
(increase —) § - F ; . +01 —18.2 —0.7 +30.7 
_ Sources: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA 
estimates. 


particularly for cotton. However, in the second _ siderable deficit, helped to push up exports as 4 
half of the year, the volcano Cerro Negro whole. 
erupted, covering a wide stretch of cotton- MAJOR ECONOMIC SECTORS 


growing land with a dense layer of ash. The favourable conditions for agriculture anc 
Bigger sales to the Central American regional the progress made by the livestock industry 
market, in which Nicaragua has shown a con- raised the agricultural product by 4.5 per cent 


202 


7 
| this is an accentuation, though still restrained, 
| of the upward trend which began in 1967. 

_The encouraging prospects for the 1968/69 


| crop year were determined by rainfall and the 
; agricultural development policy launched two 


| | years ago with the aim of i increasing cotton, rice 


pend coffee-growing by the provision of credit, 

the widespread adoption of more efficient 

_methods of cultivation, and aid in improving 
the system of distribution. 


The livestock industry was affected by the 
adverse state of the United States meat market, 
‘which set up import quotas based on each 
| country’s sales in past years and the total supply 
available. This was particularly unfortunate for 
| Nicaragua’s meat industry, which had just 

"started on an ambitious plan of expansion. 


Bananas also had difficulty in finding a market, 

as did Havana tobacco, whose production was 

_ developing well. Thanks to the improvements 
_ introduced in coffee-growing, which include the 
 Tenovation of the plantations, coffee production 

_ has been in full swing, although the area sown has 
| femained the same. In the 1968/69 crop year, 
Output is expected to increase by 9 per cent 
| without creating any stockpiling problems, since 
"the quota assigned to Nicaragua is large enough 
| for the whole crop to be sold.” 


| Industrial activities expanded by 6 per cent, 

_ which was less than in the previous year. How. 
| the addition of some large industrial units 
| ma considerably strengthened the country’s 


anufacturing capacity, although it was too 

| early for their effects to be felt in 1968. One unit 
| for which 1968 was the first year of operation 
yas a plant for processing chlorinated insecti- 
| cides. This was put into production at the end of 
| 1967, but has not yet begun to operate at full 
| Capacity. A textile mill with a capacity of 7 
million ity annually was also brought into 


| capacity of 3 million yards, are all under con- 
Struction. In addition, industrial projects for 


Tecovery, since, although the increase in con- 
| Struction was barely 2 per cent, it followed upon a 
) contraction of more than 13 per cent in the 
| previous year. 


| The actual quota, which was 396,296 bags in 1967/68 
was raised to 469,951 bags for 1968/69. 


In general, the services sector followed a down- 
ward trend, in keeping with the economy as a 
whole. Commerce and transport expanded by 
about 5 per cent, but a decrease of nearly 2 per 
cent took place in the government sector as a 
result of the policy of austerity applied in the 
public sector. The only activity to achieve a 
fairly high rate (8.6 per cent) was banking. 


FISCAL AND CREDIT POLICY 


In 1968, revenue from direct taxes levied by the 
Central Government declined by 6 per cent, and 
income from import duties, which are still the 
main source of revenue, dropped by 12 per cent, 
owing to controls on imports and their replace- 
ment by regional tax-free goods since 1963. 
Nevertheless, current income fell only 4 per cent, 
thanks to the introduction of new consumption 
taxes under the terms of the San José Protocol, 
and the increase in revenue following the 
establishment of the capital tax on services. 


The reduction of 14 per cent in total central 
government expenditure was partly obtained 
through a drastic cut in capital expenditure, 
which was used almost entirely to finish works 
already in execution. Another determinant was 
the reduction in expenditure on wage and salaries 
under the policy of overhauling the organization 
of the public administration, which was intro- 
duced in 1967 and involved staff changes. 


While public expenditure was being slashed, 
credit policy was restricting economic activity, 
in certain areas in particular. The figures at hand 
indicate that by the end of September, the volume 
of bank credit was 13 per cent higher than in 
1967. This represents an increment of 126 
million cérdobas, of which 28 million were for 
official bodies and 90 million for the private 
sector. The main source of the expansion of 
Central Bank credit was the increase of 76.5 
million cérdobas in international liabilities. The 
credit was distributed selectively to official bodies 
in the form of ordinary loans for a value of 26 
million, and to the commercial banking system 
in the same fashion for a toal of 44 million. The 
commercial banks adopted the same fund- 
raising practices as the Central Bank, since they 
drew extensively on external financing (92 
million cdérdobas), particularly long-term (60 
million), in order to increase the floatation of 
loans to the private sector, mainly for agricul- 
tural activities. The Banco Nacional continued 
to play a major part in managing agricultural 
credit, by virtue not only of the volume of 
credit granted by it but also of its system of 
tying financial aid to increases in productivity. 
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Panama 
OVER-ALL ECONOMIC TRENDS 


The year 1968 witnessed a slackening of the 
rapid rate of expansion achieved by the Pana- 
manian economy since the beginning of the 
present decade. Whereas in 1960-67 the average 
annual growth rate had been 8.2 per cent, in 
1968, according to provisional estimates, the 
product increased by only 4.5 per cent, or 
approximately 1.3 per cent in per capita terms 
(see table 134 and figure XX). 

This falling-off was common to the various 
sectors of production, but was most marked in 
some of the services sectors. Political circum- 
stances which prevailed almost throughout the 


Figure XX. Panama: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scole 


Annuol growth rates 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 
Millions of dollars F 
at current prices 


IMPORTS OF GOODS 
ANDO SERVICES ; 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN INVESTMENT AND 
INTEREST ON THE EXTERNAL DEBT (net) 


1960 61 62 63 64 65 66 67 68 


Table 134. Panama: annual growth rate of the gross 
domestic product by sector of economic activity, 1960-66 
1967 and 1968 ~ 


1960-66 1967 1968% 
Agriculture . ; ‘ up Od 6.4 5.5 
Mining. : : det 65 5.3 — 
Manufacturing 12.4 10.9 6.0 
Construction . : : or 886 3.5 5.2 
Goods . : 3 : PERE fo; 8.0 5.6 
Basic services : : 13.1 —10 ST 
Commerce and finance . 11.0 7.6 22) 
Government . ; . , TS) 14.9 Te) 
Miscellaneous services . oe Ore 7.4 3.6 
Other services . 7.6 7.9 3.3 


Growth rate of the total product 8.4 Ta 4,5 


Source: ECLA, on the basis of official statistics. 
* Estimates. 


year affected tourism and the volume of ex- 
penditure in Panama on the part of residents in 
the Canal Zone. Under both these heads de- 
creases of more than 9 per cent were shown, as 
against increases on the same scale in the pre- 
ceding year. 


In agriculture, the rate of expansion was lowe! 
than in 1967 (5.5 per cent instead of 6.4 per cent). 
and in manufacturing too the rise in the level 
of activity was much more moderate than in the 
previous year (6.0 per cent in contrast with 10.9 
per cent). The development of these sectors also 
reflected the impact of a reduction in the growth 
rate of external demand. Among agricultural 
exports, only those of bananas increased— 
thanks to higher production figures and better 
prices—while those of sugar, shrimps and coffee 
remained stationary or declined; in the in 
dustrial sector, external sales of petroleum 
products dwindled, with the concomitant 
sharpening of the downward trend noted in 1967. 

In fact, exports of goods and services (at 
current prices) climbed by 4.5 per cent in 1968, 
whereas they had shot up by 13 per cent in 1967 
and 10.6 per cent in 1966. 


Internal demand likewise stood at a low level, 
and in view of the contraction in public and 
private investment, consumer expenditure was 
the factor that gave some impetus to economic 
activity (see table 135). 


In the public sector, capital outlays were 
severely curtailed (by about 14 per cent) owing 
to the suspension of certain public works pro- 
grammes in consequence of the political event: 
and the external and internal financing diffi 
culties which characterized the year 1968. Or 
the other hand, the current expenditure of the 
Government, estimated at 115,200,000 balboas 
continued to expand, although at a somewhai 
lower rate than in 1967. Tax revenue showed ¢ 
less intensive increase, and government savings 
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Table 135. Panama: total supply and demand, 1960 and 1966-68 
(Millions of balboas at 1960 prices) 


1960 1966 1967 1968* 


Total supply ‘ 
Gross domestic product : 
Imports of goods and services . 
Total demand 5 
Exports of goods and services . 
Total investment 
Gross fixed investment’. 
Public 
Private 
Total consumption 
General government 
Private . 


562.2 942.3 994.4 1,034.0 
418.0 679.0 123 760.0 
144.2 263.3 267.1 274.0 
562.2 942.3 994.4 1,034.0 
126.0 257.1 274.0 285.4 
67.8 146.1 153.9 149.0 
61.4 133.0 141.9 137.0 
12,0 18.8 26.9 23.0 
49.4 114.2 115.0 114.0 
368.4 539.1 566.5 599.6 
46.9 74.5 82.3 87.0 
321.5 464.6 484.2 512.6 


Source: ECLA, on the basis of official statistics. 


* Estimates. 


sank from 7,700,000 to 5,800,000 balboas. The 
growth rate of tax revenue had actually been 
declining for several years, after the upswing 
resulting from the tax reform launched in 1964. 


The political circumstances referred to also had 
‘marked repercussions on the official banking 
‘institutions. The liquidity position of the 
Banco Nacional and the Caja de Ahorros was 
suddenly and seriously impaired by depositors’ 
withdrawals, and emergency measures had to be 
adopted to save the situation. The first expedient 
to which the Banco Nacional resorted was that 
of contracting short-term loans with its corres- 
ponding banks abroad, after which it negotiated 
with the private banking system the conversion 
‘of demand deposits amounting to 2,500,000 
dollars into time deposits, and the acquisition of 
a further 3,000,000 dollars, also in the form of 
‘time deposits. In addition, a stand-by credit 
agreement for 3 million dollars was concluded 
with IMF in May, and a supplementary agree- 
“ment for 3,300,000 dollars was concerted to- 
wards the end of the year and approved in 
January 1969. In connexion with this latter 
“operation, Panama decided to increase its IMF 
quota—which had been a little over 11 million 
dollars—to 28 million. 


The procedure adopted to rebuild the financing 
‘capacity of the Banco Nacional was combined 
“with a policy of credit restriction. In the bank- 
‘ing system as a whole, what seems to have taken 
‘Place is not so much a significant loss of liquidity 
- its redistribution between public and private 

institutions. 


As a result of the situation described, imports 

f goods and services increased by only 2.6 per 
cent at constant prices and 3.7 per cent at 
current prices; the deficit on current account was 
thus slightly reduced. 


Internal price trends were influenced by the 
special conditions prevailing in 1968. A certain 
amount of speculation seems to have been res- 
ponsible for fairly substantial increases, re- 
flected in the over-all consumer price index for 
Panama City, which in the second quarter of the 
year was over 2 per cent higher than in the corres- 
ponding period in 1967, the rise being sharpest in 
the case of food products. The upward movement 
apparently persisted in the second half of 1968, 
and in the last two or three months of the year 
this induced the authorities to take measures, 
through the Price Regulation Office, to control 
the prices of essential goods and services. 


FOREIGN TRADE AND THE BALANCE OF 
PAYMENTS 


After expanding by over 13 per cent in 1967, 
and maintaining a high average growth rate 
throughout the current decade, exports of goods 
and services showed a more modest increase of 
4.5 per cent in 1968, when their value was nearly 
300 million dollars. The drop in some service 
items, attributable to the causes mentioned above, 
was combined with a rise of 10.4 per cent in ex- 
ports of goods, despite the adverse effect of the 
decline in external sales of petroleum products. 
There was little improvement in the net inflow 
of long-term capital, and in the upshot the 
country’s external purchasing power was re- 
duced. No significant balance-of-payments 
pressures made their appearance, however, since 
the decrease in the rate of economic growth was 
offset by the limited scale of the increase in de- 
mand for imports (see table 136 and figure XX). 


The net inflow of resources from the Canal 
Zone expanded by only 4.9 per cent—the lowest 
rate recorded in the present decade, except in 
1964. A contributory factor was the contraction 
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Table 136. Panama: balance of payments, 1960 and 1965-68 i; 
(Millions of dollars at current prices) ~ f| 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . 122.2 228.6 252.8") °286:0'" 299:0 
Goods . : 39.0 92.5 103.3 108.7 120.0 
Services ‘ : 832) F 13h 149.5 177.3 179.0 
Imports of goods and services . 144.2. “2AN9P 27S. 2965S? S80 Teo 
Goods, f.o.b. 108:72. 192.4... 247.7 A232 ASG 
Services : 35.5 49.5 53.8 64.4 64.5 
Net investment income < —10.4 -—204 -—23.4 -—22.8 -—21.2 
Net private transfer payments . —5.3 —5.8 —6.1 —7.0 —8.0 
Balance on current account —37.7 -—39.55 —48.2 -—40.3 —37.7 
Capital account 
Net external financing +37.7 +39.5 +48.2 +40.3. +37.7 
Net non-compensatory foreign capital +3000 +564 +82.4 +19.6 
Direct investment . ' +17.3. +10.9 +8.7 +3.8 
Non-compensatory loans +5.3 +136 +188 +11.6 
Short-term liabilities +1.3 422.2 +46.9 —4.5 4377 
Official transfer payments +6.1 +9.7 +8.0 +8.7 . 
Net non-compensatory domestic capital or 
assets . : +54 -208 —44.1 +17.9 
Errors and omissions +2.3 +3.9 +9.9 +2.8 


Sources: Up to 1967: Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 


in the expenditure effected by Canal Zone resi- 
dents in Panama (-2.2 million balboas), which 
was to some extent counterbalanced by a rise in 
the salaries and wages paid to Panamanian 
personnel employed in the Canal Zone (6.9 
million balboas). 


Exports of goods and services to the rest of the 
world also increased at an unimpressive pace. 
This trend was determined by the combined in- 
fluence of the falling-off in petroleum sales 
(-11.7 per cent), the expansion of banana ex- 
ports as a result of the success of banana-growing 
development programmes (16.2 per cent), the 
decline in income from tourism, and the boom 
in freight, shipping insurance and transport. 


As previously stated, the growth rate of pur- 
chases of goods and services from abroad was 
very moderate in 1968 (3.7 per cent)—lower, in 
fact, than at any other time in the current 
decade. While imports of services showed little 
variation, purchases of goods rose by 4.7 per 
cent. One of the determinants of the latter 
figure was a reduction of approximately 2 per 
cent in imports of consumer goods. In the aggre- 
gate, the effect of the behaviour pattern of ex- 
ports and imports of goods and services was to 
bring down the deficit on current account from 
40,300,000 dollars to 37,700,000 between 1967 
and 1968. 


PRODUCTION 
(a) The agricultural sector 


Although its growth rate (5.5 per cent) fell 
somewhat short of the preceding year’s figure, 
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the evolution of the agricultural sector in 1968 
compared fairly satisfactorily with that of the | 
other sectors of the economy, especially services — 
(see table 137). 


As in previous years, export crops and 
livestock production showed the highest rates 
of expansion. Production of export crops in-— 
creased by 10 per cent, mainly by virtue of the 
progress made in banana-growing. Of the tota 
banana crop, nearly 18 million stems were ear-_ 
marked for export; this probably implied a slight — 
curtailment of the supply available for domestic 
consumption. The enlargement of the area under 
cultivation, the introduction of improved 
varieties and the favourable world market 
situation undoubtedly contributed to the result 
achieved. 


Cocoa production, on the other hand, not 
withstanding the improvement in world prices, 
did no more than regain somewhat higher levels, 
after several very poor crops (partly attributable — 
to the fact that bananas were substituted for 
cocoa in some areas, as being more lucrative). 


Agricultural production for domestic con- 
sumption continued to pursue its relatively slow 
growth trend, rising by 3.1 per cent, i.e. less than 
in 1967, despite sizable increase of 5.3 per cent in 
the rice crop, which amounted to about 160,000 
tons in 1968/69. Tomato, sugar-cane and coffee 
production expanded considerably, but maize, 
after making headway in the preceding crop 
cycle, showed no further improvement, presum- 
ably because there was no change in the area 


eee 


j 


1/\" 


1967. 


Table 137. Panama: gross value of agricultural production, 1960, 1963, and 1966-68 


(Millions of balboas) 
1960 1963 1966 19674 1968° 
Total. 118,820 137,157 176,153 186,345 196,594 
Agriculture 108,857 124,820 149,017 158,197 167,794 
Crop farming 80,901 89,316 110,997 118,191 124,794 
Stock farming 27,956 35,504 38,020 40,006 43,000 
Forestry . 736 1,207 1,252 1,322 1,400 
Fishing . 9,227 11,130 25,884 26,826 27,400 
Crop farming 
For export . 19,680 22,317 38,912 42,013 46,200 
Bananas . 18,360 21,503 38,516 41,652 45,752 
Cocoa - ; 1,320 814 396 361 448 
For domestic consumption 61,22] 66,999 72,085 76,178 78,594 
Unhulled rice 10,123 11;712 14,764 15,890 16,728 
Maize 3,899 5,033 5,599 5,902 5,972 
Beans 869 800 1,166 984 1,084 
Coffee 3,024 3,340 3,748 3,870 4,203 
Sugar cane 3,192 4,297 4,877 4,903 5,063 
Tomatoes. 1,310 2,619 2,530 3,409 4,479 
Bananas . 2,628 4,462 4,370 6,165 5,699 
Other 36,176 34,736 35,031 35,055 35,366 
Stock farming 
Cattle . 9,213 12,088 14,272 14,688 15,058 
Pigs 2,578 2,384 2,356 2,370 2,413 
Other . 16,165 21,032 21,392 22,948 25,529 


Source: ECLA, on the basis of official statistics. 


* Preliminary figures. 
> Estimates. 


| under cultivation. It is worth noting that, with 
| the sole exception of rice; the variations in the 
volume of production for domestic consumption 
“were entirely due to the extension of the area 
under cultivation, not to improvements in yields. 


Thanks to increased credit facilities, livestock 
| production expanded by almost 8 per cent, 

mainly as a result of greater efficiency in dairy 
farming and poultry-rearing, since production 
_of pigs and cattle increased by barely 2.0 and 2.5 
per cent, respectively. 


(b) Manufacturing and construction 


The growth rate of the industrial sector was 6 
| per cent in 1968, as against 10.9 per cent in the 
preceding year and 12.4 per cent per annum 
during the period 1960-66. This slackening of 
impetus is partly attributable to political events, 
‘which had a depressive effect on demand. 
Almost all the branches of industry producing 
consumer goods reduced their rate of expansion; 
cases in point are the food processing industries 
‘and those making beverages, clothing, furniture 
‘and miscellaneous products. Output figures for 
hydraulic cement, and the lower growth rate of 
‘such activities as sawmilling and the manu- 
facture of wood and metal products, were closely 
linked to the slowing-up of construction since 


The system of import quotas applied to spec- 
ific products for protectionist purposes remained 
in force during 1968. This policy has been 
applied since 1965 because of the difficulty of 
securing approval for a tariff reform. The 
schedule of products subject to the system em- 
braces a wide range of articles, and its coverage 
was extended in 1968. 


Financing for this sector was in the hands of 
the Banco Nacional and the Banco de Desarrollo 
Industrial, S.A., institutions which continued 
to expand the volume of industrial credit al- 
though the keynote of official credit policy was 
restriction. The Banco Nacional has at its dis- 
posal a credit line of one million dollars granted 
by IDB, which it uses in combination with some 
of its other funds to form a source of credit for 
small- and medium-scale industry. 


Construction activities, which had boomed 
between 1960 and 1966, developed less dynamic- 
ally in 1967 and 1968. As from the close of 1967, 
public construction began to be affected by the 
approach of the Presidential elections. Up to 
September 1968, State investment in house- 
building had represented only about 55 per cent 
of the budget appropriation, and much the same 
was true of the programmes for the construction 
of roads and school buildings, while other public 
works virtually came to a standstill. In private 
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construction too there was a loss of impetus, 
perhaps imputable to the uncertainty of the out- 
look for the whole of the country’s economic 
activity and to the reduction of the funds avail- 
able for housing in recent years. 


Paraguay 
GENERAL TRENDS 


The growth rate of the Paraguayan economy 
continued to be moderate in 1968. Provisional 
estimates indicate that the gross domestic pro- 
duct increased by 4.2 per cent, which is a similar 
rate to that of 1960-66 and a little lower than 
that of 1967 (see table 138 and figure XXjI). 
However, the driving force of the economy 
in 1968, unlike 1967, was the agricultural sector 
where production expanded by 6 per cent, while 
industrial output remained at more or less the 
same level. 


Table 138. Panama: annual growth rate of the gross 
domestic product by sector of economic activity, 1960-66, 
1967 and 1968 


1960-66 1967 19682 

Agriculture . ; , F 6.4 6.0 6.4 
Mining. : : : 7 eutt9 5S 55 — 
Manufacturing 12.4 £12 6.5 
Construction . ‘ : : 8.6 5.9 — 
Goods . : 8.6 7.8 55 
Basic services ‘ 13.1 111 6.3 
Commerce and finance . 11.0 104 3.4 
Government . : : SO TES 11.5 11.9 
Miscellaneous services . , 6.2 6.2 2.3 
Other services ; d : 7.6 ey Sh 
Growth rate of the total product 8.4 8.1 4.5 


Source: ECLA, on the basis of official statistics. 
* Estimates. 


To judge by fiscal budget figures for the first 
ten months of the year, there was an increase of 
5.6 per cent in revenue and of 8.4 per cent in 
expenditure, which raised the deficit well above 
its 1967 level. Economic policy measures in- 
cluded an appreciable rise in bank loans. 
Between January and November 1968, the Banco 
del Paraguay opened new credit lines of 4,000 
million guaranies for the public sector and of 
18,000 million for the private sector, which repre- 
sent increases of 18 and 14 per cent respectively 
over the same period in 1967. The over-all price 
index relating to the structure of consumption 
among workers’ families in Asuncion climbed by 
2.7 per cent between the closing months of 1967 
and 1968, but this figure drops to 0.6 per cent if 
the annual averages are compared. 

Although total supply grew more rapidly than 
the product in 1968 owing to the relative stag- 
nation of imports, the domestic supply of goods 


Figure XXIJ. Paraguay: 1960-68 


(a) RATE’ OF ~GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annuol growth rates 


TOTAL PROOUCT 


PER CAPITA 
PRODUCT. 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


a: Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
ANDO SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) px 


1960 61 62 63 64 65 66 67 68 


increased by 4.4 per cent following a slight drop 

in exports. At the same time investment and con- 
sumption rose by 3.5 and 4.6 per cent, respectively 
(see table 139). i 


In the external sector, exports of goodsdropped | 
slightly for the third consecutive year, owing to a 
reduction in the volume of sales, since meat, 
cotton and quebracho extract commanded 
better prices on the world market. Their decline 
was offset by an increase in exports of services, 
and, in particular, by more revenue from 
tourism. Imports of goods remained at much the 
same level as in the previous year, which indi- 
cates that the deficit on current account was 
comparable in size. In 1968, however, the net 
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Table 139. Paraguay: total supply and demand, 1960 and 1966-68 
(Millions of guaranies at 1960 prices) 


1960 1966 1967 


Total supply : 
Gross domestic product 
Imports of goods and services . 
Total demand : 
Exports of goods and services 
Total investment 
Public. 
Private ; 
Total consumption . 
General government 
Private 


41,491 52,106 
34,523 42,581 


54,684 54,627 
44,880 46,765 


6,968 O25 9,804 9,762 
41,491 52,106 54,684 56,527 
5,494 6,977 6,791 6,516 
5,840 8,044 9,177 9,500 
1,400 2,164 3,451 se 
4,440 5,880 5,726 A 
30,157 37,085 38,716 40,511 
2,629 3,052 S505, 4,000 
27,528 33,533 34,979 36,511 


Source: ECLA, on the basis of data from the Central Bank. 


2 Estimates. 


inflow of non-compensatory capital was too small 
to wipe out the deficit altogether, and the net 


_ monetary position of the Central Bank therefore 


deteriorated (see table 140). 


MAJOR SECTORS OF PRODUCTION 


After its absolute decline in 1966 and subse- 
quent recovery, agriculture expanded by 6 per 


_ cent in 1968. The crop farming product alone 


grew by 8.4 per cent, with substantial increments 
in output of tung, tobacco, wheat and tartago 
while manioc and maize, which account for 
nearly a third of gross agricultural output, 
expanded at lower rates (1.6 and 3.7 per cent). 
Cotton production, which is highly erratic 
because of its vulnerability to changes in 
weather, fell by 7 per cent in 1967, but is thought 
to have increased by over 12 per cent in 1968. 


Table 140. Paraguay: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . 43.6 66.4 64.0 61.9 62.9 
Goods : : 37.3 60.8 53.6 50.3 49.5 
Services : F 6.3 5.6 10.4 11.6 13.4 
Imports of goods and services . 55.3 72.4 77.9 80.9 81.9 
Goods, f.o.b. ; 44.7 53.0 59.6 61.5 61.5 
Services 10.6 19.4 18.3 19.4 20.4 
Net investment income r —1.5 —30 —4.1 —5.5 —6.9 
Net private transfer payments . +0.8 +1.1 +1.4 +2,.2 +2.5 
Balance on current account —-124 -79 -166 -—22.3 —23.4 
Capital account 
Net external financing : +12.4 +7.9 +166 +22.3 +23.4 
Net non-compensatory hg capital : +10.4 +17.3 +241 428.4 
Direct investment +2.4 +3.3 +2.1 +1.9 
Non-compensatory loans . ; +3.9 +7.6 +163 +21.9 
Short-term liabilities +1.4 +3.3 +2.6 +1.8 421.5 
Official transfer payments . +2.7 +3.1 +3.1 +2.8 : 
Net SES aaa domestic capital or 
assets . : : : : . —-06 -09 —0.5 —0.6 
Errors and omissions -—0.2 -0.7 —5.7 —5.7 
Compensatory movements (increase dy +2.8 —7.8 —1.3 +0.2 
Net compensatory foreign capital . —0.1 —2.8  —1.7 +0.5 
Balance-of-payments loans and deferred 
\ import payments — —1.7 —0.8 —0.2 
| Other liabilities of the monetary +1.9 
authorities +0.1 —0.6 — +0.7 
IMF position —0,2 —0.5 —0.9 — 
Movements of gold and foreign exchange 
(increase —) ; ; +29 -—5.0 +04 —03 


Sources: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA 


| estimates. 
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Tobacco is in a similar situation, since its output 
also varies with changes in weather conditions 
and export possibilities. For instance, after a 
poor harvest in 1967 and a better crop in 1968, 
the tobacco-growing area was enlarged in 1968 
under the stimulus of a rise in world market 
prices, and output was nearly 50 per cent higher 
than in the previous year. Coffee production, 
which had been at a standstill in the two pre- 
ceding years, grew in 1968 at the rate of 3 per 
cent. At the beginning of the year, the Inter- 
national Coffee Council assigned a quota of 
70,000 bags to Paraguay and resolved to raise it 
each year by 4,000 bags to 98,000 in all. In order 
to become self-sufficient in wheat, the wheat- 
growing area was expanded from 8,000 hectares 
in 1967 to 21,000 in 1968, and market guarantees 
and minimum prices were established to encour- 
age production. Other crops, such as rice, 
pulses and fruit, made little progress owing to 
the drought in the first quarter of the year. 


The cattle population increased over the last 
ten years at an annual rate of 1 per cent, and by 
1968 totalled 5.6 million head. The number 
slaughtered in that year is estimated to have been 
700,000. This total covers a sharp cut of 26 per 
cent in the volume of slaughtering for export, 
since the stockfarmers regarded the prices paid 
internally by the meat-packing plants as too low, 
and kept back a large proportion of their 
animals. An investment programme is now being 
carried out, with financial aid from the Agency 
for International Development, to provide wire 
fencing, water, drainage, roads and other 
facilities for about 700 big cattle ranches possess- 
ing about 40 per cent of the herds. 


The adoption of a long-term export policy in 
forestry is changing the structure of production. 
Accordingly, in 1967 it was agreed to reduce log 
exports by 20 per cent each year until they had 
been eliminated completely by 1973, when only 
processed wood was to be sold abroad. In 1968, 
there was an increase of 3.4 per cent in forest 
production. 


Manufacturing was stagnant in 1968, owing to 
a recession in the major branch of industry— 
meat canning—which was caused by a drop in 
the rate of cattle slaughtering for export. Output 
of quebracho extract (tanning) recovered from its 
setback in 1967 under the spur of greater external 
demand. 

THE EXTERNAL SECTOR 

Exports of goods reflected the reduction in 
livestock sales, which were virtually limited to 
canned meat, and the drop in sales of cotton 
fibres and tung. On the other hand, exports of 
tobacco, coffee and coconuts increased by over 
30 per cent, the first-named owing to greater 


buoyancy in world demand. Sales of wood grew’ 
by only 4 per cent, since the country is still 
replacing its exports of logs by processed wood. 


{ 


: 
: 


: 


These changes in the structure of exports were 
matched by variations in the geography of trade — 


flows. The tendency for the United States to re- 


place Argentina as Paraguay’s principal buyer, — 
which began in 1967, seems to have continued — 
in 1968. Although the over-all value of imports — 
changed very little, there were some shifts in 
their internal make-up. Purchases of food, inter- _ 
mediate goods and agricultural machinery — 
increased in particular, while imports of iron - 
and of other metals and machinery were re-— 


duced. 


The Central Government made use of 6.8 
million dollars’ worth of external loans, mainly 
to finance road-building. In addition, the Banco — 


Nacional de Fomento received 8.5 million for 
crop and livestock projects and for the wood 
processing industry. 

Peru 


RECENT ECONOMIC TRENDS 


The slackening that was apparent in Peru’s | 


economic development in 1967 was accentuated 
in 1968. Preliminary figures indicate that the 
total product increased 3.5 per cent, compared 
with 4.6 per cent in 1967, and at an average 


annual rate of 6.4 per cent over the period. 


1960-66 (see figure XXII). 


This loss of momentum seems to be due to the 
very nature of Peru’s previous economic growth. 
The main factors contributing to that growth had 
been a rapid expansion of public sector activities, 
particularly investment expenditure; a sharp and 
sustained increase in imports, supported by a 
considerable rise in exports but also by in- 
creasing external borrowing; and the very rapid 
growth of manufacturing industry, stimulated 
by the opportunities for import substitution 
and the steady expansion of domestic demand. In 
contrast, agricultural production developed 
slowly and fell far short of domestic requirements. 


Inasmuch as the expansion of public ex-— 


penditure was not accompanied by radical re- 
forms in the fiscal revenue system, the existing 
budget disequilibrium was intensified and re- 
course was had to sources other than taxation to 
cover the resulting deficits. Similarly, the steady 
rise in imports was increasingly slowed up as 
foreign debt servicing reduced the real capacity 
to import, which gave rise to balance-of-payments 
disequilibria despite the sustained growth of ex- 
ports. The currency devaluation in 1967 and the 
inflexible nature of agricultural supply—which 
even resulted in an appreciable increase in food 


210 


Figure XXII. Peru: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


TOTAL PRODUCT 


a 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


ah Natural scale 
Millions of dollars 
at current prices 


IMPORTS OF GOODS 
AND SERVICES 


200 
NET EXTERNAL 
FINANCING 


AV | Ne 


PROFITS ON FOREIGN 
INVESTMENT AND 
INTEREST ON THE 
EXTERNAL DEBT (net) S® 


1960 61 62 63 64 65 66 67 68 


imports—exerted pressure on domesticprices and 
prompted the adoption of some measures to 
restrict demand. This helped to curb the ex- 
pansion of manufacturing, which, in addition, 
was exhausting its import substitution possi- 
bilities in respect of many consumer goods 
whose manufacture required little capital and 
fairly simple techniques, and it was therefore 
necessary to turn to other production lines in 
which these requirements are greater. 


_ These developments help to explain some of 
‘the outstanding features of Peru’s economic 
' growth in 1968 and the new guiding principles of 
economic policy that have been adopted. In 
particular, public expenditure was drastically 
‘reduced and the value of imports of goods and 
services fell off sharply. The new Government 
which assumed power in October took immediate 


measures, and announced others over the 
longer term, to deal with these problems, which 
included refinancing the external debt and 
reactivating the agrarian and tax reform pro- 
grammes, in addition to expropriating the Brea 
and Parifias oilfields and the industrial complex 
of Talara, and ‘“‘Peruvianizing” the commercial 
banks. 


EVOLUTION OF THE PRODUCT, BY SECTORS? 


The various sectors of economic activity con- 
tributed, to a widely differing degree, to the 
growth of the total product in 1968, which is 
provisionally estimated at 3.5 per cent (see table 
141). 


Table 141. Peru: annual growth rate of the gross domestic 
product by sector of economic activity, 1960-66, 1967 
and 1968 


(Percentages) 
Sector 1960-66 1967 1968 
Agriculture 2.6 0.7 1.0 
Fishing. 94 149 16.0 
Mining. ; j 24 6.8 6.0 
Manufacturing ; ; ; 9.1 Si 6.0 
Construction. 719 5.1 —7.9 
Goods . P 5.3 4.4 3.6 
Energy . : ; 10.9 10.3 6.0 
Transport and communications 8.1 4.5 4.3 
Basic services ; AW} 5) 4.6 
Commerce and finance . er Oct 4.5 4.3 
Government . a ; Fhe) 6.1 0.1 
Miscellaneous services . : 7A 4.2 Sef 
Other services : * $ YES. 4.7 She! 
Growth rate of the total product 6.4 4.6 3.5 


Source: ECLA, on the basis of data supplied by the Banco 
Central de Reserva del Peri, National Accounts Department. 
* Estimates. 


Agricultural output increased only | per cent, 
as a result of the most serious drought for fifty 
years in the north, which affected 120,000 
hectares of crops and caused losses estimated at 
250,000 quintals of cotton, 122,000 tons of rice, 
70,000 tons of maize, 162,000 tons of sugar and 
8,000 tons of beans. With a view to palliating 
some of the results of the drought, an emergency 
law was enacted earmarking special funds for 
irrigation works and roads in the area con- 
cerned. 


These unfavourable results over the past year 
have aggravated the relative stagnation of agri- 


11 The official figures available up to 1967 were used in 
this section; the 1968 figures are provisional ECLA 
estimates. This time they were based on the gross national 
product series published by the Banco Central de Reserva, 
which has been officially entrusted with the calculation of 
the national accounts. The gross domestic product is no 
longer calculated by the National Planning Institute, 
whose figures were used in previous ECLA surveys. 
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cultural production that characterized the period 
1960-68, since the growth rate for the whole 
period averaged less than 2 per cent annually, 
and in the relatively brief span between 1960 and 
1967 the share of agriculture declined from 
nearly 21 per cent to less than 16 per cent of the 
total product. This trend is observable both for 
exports and for commodities sold on the home 
market. The volume of agricultural exports 
dropped 6 per cent from 1960 to 1967, mainly 
because of reductions in output of cotton, since 
there were appreciable increases in that of other 
commodities, such as coffee. As a result of the 
shortfall in domestic supply of such commodities 
as wheat, rice, fats and meat, Peru increased its 
imports from 58 million dollars in 1960 to 145 
million in 1968. 


The implementation of agrarian reform pro- 
grammes, which are designed to eliminate some 
of the underlying causes of the above trend, has 
been slow and costly. Up to October 1968, 
600,000 hectares had been expropriated and 
arrangements were being made to take over 
300,000 more; subsequently, 247,000 hectares 
owned by the Cerro Pasco Corporation were 
expropriated and taken over by the Ministry of 
Agriculture. As regards agricultural infrastruc- 
ture, in addition to the emergency programme to 
alleviate the effects of the drought, work pro- 
ceeded on irrigation projects, and a loan was 
recently obtained from the Federal Republic of 
Germany to complete the Tinajones dam, which 
will regulate the irrigation of 96,000 hectares in 
the departments of Lambayeque and La 
Libertad. 


Fisheries output showed a further substantial 
increase of 16 per cent. Already in 1967 a 
maximum catch of 9.8 million tons had been 
recorded for only 170 working days, and fish- 
meal exports had totalled 1,561,000 tons. In 1968 
production of fish meal rose to 1,922,000 tons, 
and exports to 2,083,000 tons, thus reducing 
stockpiles by a third (to 400,000 tons) by the end 
of 1968. 

Mining production maintained its relatively 
high rate of growth in 1968 (6 per cent, as against 
6.8 per cent in 1967 but an average of only 3.4 
per cent for the period 1960-68). Early in the 
year, the Mining Code was modified to empower 
the Government to enter into investment con- 
tracts with mining enterprises; in addition, taxes 
on profits were reduced and mining companies 
were guaranteed the necessary foreign exchange 
for remittances of profits and service payments. 
As regards the short term, the expansion of iron 
ore production at Marcona brought total 
output to 10.5 million tons; on the other hand, 
no action has yet been taken to invest the pro- 


posed sum of over 400 million dollars over the 
period 1968-72 with the purpose of stepping up — 
Peru’s copper production to a substantial extent, — 
while consideration is being given to the con- — 
struction of a zinc refinery, which would also 
produce sulphuric acid and superphosphates, at a 
cost of over 40 million dollars. | 
There have been a number of significant 
developments in petroleum and petroleum 
products. The La Pampilla refinery was opened — 
at the end of 1967, with an initial capacity of 
20,000 barrels daily and a potential capacity of 
30,000; its construction cost 20.6 million dollars. - 
Its operation has been entrusted to the State 
Petroleum Enterprise (Empresa Petrolera Fiscal), — 
which in 1968 refined 5.5 million barrels of crude — 
(about one quarter of the total amount refined), - 
one third being obtained from Peruvian off | 
fields and the rest imported. | 


In the second half of 1968 the Govern : 
came to an agreement with the International 
Petroleum Company, which was developing the - 
Brea and Parifias oilfields, by virtue of which the 
company was to hand over the oilfields and 
facilities, which would in future be exploited by — 
the State Petroleum Enterprise. In return, the 
company was given the concession for refining — 
and selling the output of petroleum for eighty — 
years. After a series of disputes arising out of this 
agreement, the new Government which assumed — 
power in October expropriated the oilfields and — 
the refinery at Talara, whose operation was put 
into the hands of the State enterprise. | 


The State Petroleum Enterprise began drilling 
in the border area of Puno (Pirin), whose output — 
may eventually supply the refinery it is proposed 
to construct at Matarani (Arequipa). Apparently 
an alternative to the Matarani project is to 
establish the Refinerfa del Sur at Mollendo, with 
a production capacity of 15,000 barrels daily, — 
which would operate on the basis of crude 
petroleum imported from Bolivia and Colombia. — 
An airport was built in the Marafién area to 
receive the drilling equipment which is already 
being used in the joint operations of three foreign 
companies. In October the Belco Petroleum 
Company announced its intention of increasing 
its present investment of 40 million dollars by an 
additional 15 million; the Gulf Oil Corporation 
has a contract with the State Petroleum Enter- 
prise for the construction of service stations and 
the sale of certain products of the State enterprise. — 

Lastly, in the goods-producing sector, it is 
estimated that manufacturing expanded by 
about 6 per cent in 1968, which is comparable to 
the rate attained in 1967 but falls short of the 
very high rate recorded in 1960-66. Various" 
factors have influenced these trends. Since the 
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end of the nineteen-fifties, industry has been 
‘given a strong impetus in the form of tariff and 
‘tax exemptions and credit from commercial 
banks and the Banco Industrial. Imports of 
capital goods, raw materials and intermediate 
products for this sector, favoured by an ex- 
change rate which remained stable for a con- 
‘siderable period, rose from 204 to 481 million 
dollars between 1960 and 1967, accounting for as 
much as 58 per cent of total imports of goods in 
1967. Devaluation in the last quarter of 1967 
meant an increase in the cost of imported inputs 
and capital goods, added to which there was a 
contraction in credit and a shrinkage of demand. 
The motor-vehicle industry was particularly 
affected by these developments, and production 
dropped by about 40 per cent. 


Other outstanding events which took place 
during the year include the construction of 
fishing vessels and tankers and the signing of the 
| Agreement of the Petrochemical Industry with 

the countries belonging to the Andean _sub- 
‘regional market. In this connexion, Bayer 
‘Industrial $.A. announced that it was planning 
to invest 19 million dollars in the manufacture of 
‘acrylic fibre in the Lima area. 
_ The Cafién del Pato power plant increased its 
generating capacity by 50,000 kW to supply the 
“industrial estate that is being established at 
Trujillo; this adds to the capacity already in- 
‘stalled at Arequipa and Tacha. Moreover, IBRD 
granted Peru a loan of 17 million dollars to help 
finance the 40 million dollar hydroelectric power 
‘plant at Matucana, which should be completed 
in 1971. 


| THE PUBLIC SECTOR 


(see table 142). Between 1960 and 1967, general 
government consumption more than doubled in 
real terms, while public investment increased by 
four and a half times, accounting for one third of 
total fixed investment in 1967 as compared with 
only 13 per cent in 1960 (private investment 
grew by 58 per cent over the same period). 
Public capital expenditure made a particularly 
large contribution to the expansion of the 
economic infrastructure of the country and to 
housing construction. 


Since public income did not grow at the same 
pace, the imbalances in public finances gradually 
became more marked and it became increasingly 
necessary to cover the deficit with loans from the 
Central Bank and the Banco de la Nacién and 
with external credit. The situation was especially 
critical in early 1968, since the financial year 
ending in March showed a deficit of 6,690 million 
soles, which was covered from traditional 
sources of financing. 


In view of the situation, the Government pre- 
pared what it termed an “economic recovery 
plan” in May providing for a sharp cut-back in 
public spending and improved methods of tax 
collection. The plan also aimed at strengthening 
the country’s international reserves and balance- 
of-payments position by restricting imports (a 
policy that had been initiated in 1967) and re- 
ducing commitments abroad, and _ included 
measures to develop the major production 
sectors. 

Subsequently, the executive branch was given 
extraordinary powders to implement the three 
aspects of the recovery plan. The main measures 
included raising the rates of taxation and the 
introduction of new taxes (including a single 
progressive income tax); the reduction of public 
spending by 1,000 million soles; a ban on over 


Table 142. Peru: total supply and demand, 1960 and 1966-68 
(Millions of soles at 1960 prices) 


_ Since the beginning of the nineteen-sixties, the 
public sector has been playing a very dynamic 

role in the development of the Peruvian economy 

Gross domestic product : 

' Imports of goods and services . 
Total demand 

Total investment 

Fixed investment . 

\ Construction 
Total consumption . 


General government 
Private : 


1960 1966 1967 1968 
68,939 108,490 114,049 110,893 
55,518 80,615 84,319 ~—-87,270 
13,421 27,875 29,728 23,621 
68,939 108,490 114,047 110,893 
13,466 17,142 ~—«:17,937 20,064 
12,292 21,342 += 22,643 ~——-.20,087 

9,541 17,605 18,664 16,471 

4,250 6,759 7,102 6,541 

5,291 10,846 ‘11,562 9,930 
43,181 70,006 73,467 ~=—- 70,742 

4,716 7,480 9,937 9,799 
38,405 62,526 63,530 60,943 


Source: ECLA, on the basis of data supplied by the Banco Central de Reserva of Peru, National 


Accounts Department. 


| 

Total supply 

Exports of goods and services 

Machinery and equipment . 
* Estimates. 
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250 import items; a 10 per cent surcharge on 
non-essential imports; and refinancing of the 
public debt. 

The new Government which came into power 
in October placed special emphasis on measures 
to reduce the public sector deficit. By December 
1968, the cash deficit amounted to 1,620 million 
soles (without counting some outstanding pay- 
ments), and it was expected that it would not in- 
crease appreciably over the last quarter of the 
fiscal year because of increased income from 
taxation and budgetary savings. 

The cut-back in public spending led to a 
decline of 1.4 per cent in general government con- 
sumption expenditure during 1968; public in- 
vestment very probably declined as well (adequate 
information is not yet available on this), since 
total fixed investment fell by 11.8 per cent. The 
product of the construction sector, which is 
closely related to public work, fell by almost 8 
per cent. 


SOME OBJECTIVES OF ECONOMIC POLICY 


Other important objectives of recent economic 
policy were the reduction of the fiscal deficit, 
the curbing of inflation, the control of imports 
and the refinancing of the external debt. 

The devaluation of the exchange rate in 1967 
led to a strong upward movement in domestic 
costs and prices. For example, the consumer price 
index, which had risen by some 80 per cent 
between 1960 and August 1967, rose by 12.8 per 
cent between August and December 1967.1? 
These pressures were reduced by subsequent 
efforts, and domestic prices rose by only 9.7 per 
cent in 1968. 

The external public debt has grown rapidly, 
soaring from 187 million dollars in 1962 to 
742 million in 1968. The income from govern- 
ment and government-guaranteed investment 
amounted in 1968 to 156 million dollars, while 
expenditure for debt servicing totalled 141 
million: i.e., the net inflow was only 15 million 
dollars and debt servicing represented roughly 
16 per cent of the value of exports. This explains 
the Government’s efforts to find ways of re- 
financing the external debt, and at the end of the 
year 48.5 million dollars had been obtained to re- 
finance the external debt with Europe. 


Several statements have been made on the 
basic principles of the new Government’s 
economic and social develoment policy. Two 
of the early decisions taken by the Government 
are particularly noteworthy. The first relates to 


12 This figure was estimated by comparing the old and 
the new indexes prepared by the National Statistics and 
Census Office. 
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the expropriation of the Brea and Parifias oil- 
fields and the industrial complex at Talara; 
which were placed under the administration of 
the State Petroleum Enterprise. 


The second decision, adopted on 31 December 
1968, related to the ‘“‘Peruvianization” of the 
commercial banks. It was decided that the shares 
of any commercial banks established in the 
future would have to be owned exclusively by 
Peruvian natural or legal persons; and that those 
commercial banks which were already estab- 
lished would be considered to be national banks 
when 75 per cent or more of their capital was 
owned by Peruvians. It was also provided that 
credits granted to subsidiaries of foreign enter- 
prises could not exceed a certain percentage of 
the capital actually invested by such enterprises 
in Peru; and that any commercial bank whose 
investments in national currency amounted to 
more than 10 per cent of the total investments 
of all commercial banks would have to allocate 
50 per cent of the surplus to loans to particular 
branches of activity as determined by the Banco 
Central de Reserva. Another decree of the same 
date provided that banks which did not have 
their head offices in Lima or Callao must limit 
their operations to the areas in which they were 
authorized to operate; in addition, such banks 
were obliged to raise their capital to a minimum 
of 20 million soles. 


THE EXTERNAL SECTOR 


” 


The main trend in the external sector in 1968 
was a further substantial increase in the value 
of exports of goods and services, which rose to 
some 1,000 million dollars, and a sharp con- 
traction in the value of imports, which dropped 
from 1,020 million dollars in 1967 to slightly 
below 830 million in 1968 (see table 143 and 
figure XXII). 


The significance of these changes will be seen 
more readily if they are compared with the 
trends for earlier years. Between 1960 and 1967 
the value of exports of goods (excluding services) 
rose from 444 million dollars to 765 million, while - 
the value of imports of goods rose from 327 
million dollars to 802 million. The greater 
relative rise in imports, together with the 
growing outflow of capital in respect of external 
debt servicing and remittances abroad of the 
profits of direct foreign investment, led to strong 
pressure on the balance-of-payments and a 
decline in the gold and foreign exchange reserves - 
of the Central Bank in 1966, a trend which 
gathered momentum in 1967. As a result the 
exchange rate was devalued by 45 per cent in 
1967 and further measures were taken to restrict 
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Table 143. Peru: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 


Current account 
Exports of goods and services . 
Goods : 
Services j 
Imports of goods and services ; 
Goods, f.o.b. 3 
Services 
Net investment income , 
Net private transfer payments 
Balance on current account 
Capital account 
Net external financing 
Net non-compensatory foreign capital 
Direct investment ; 5 
Non-compensatory loans 
Short-term liabilities 
Official transfer payments 


Net non-compensatory domestic capital or 


assets . : 

Errors and omissions 

Compensatory movements (increase a) 
Net compensatory foreign capital . 


Balance-of-payments loans and deferred 


import payments 

| Other liabilities of the 
authorities 
IMF position 


Movements of gold and foreign exchange 


(increase —) 


monetary 


494.1 712.0 895.0 883.0 982.0 
444.4 685.0 789.0 765.0 870.0 
49.7 87.0 106.0 1180 112.0 
426.5 845.0 949.0 1,021.0 827.0 
326.6 653.0 747.0 802.0 634.0 
99.9 192.0 202.0 219.0 193.0 
—54.9 -—91.0 —118.0 —140.0 —137.0 
+2.5 +5.0 +7.0 +8.0 +8.0 
+15.2 —159.0 —165.0 —270.0 +26.0 
—15.2 +159.0 +165.0 +270.0 —26.0 
+12.2 +220.0 +220.0 +181.0 
+11.1 +360 +30.0 +30.0 
—6.5 +144.0 +153.0 +108.0 
+3.9 +290 +150 +23.0 ~20.0 
+3.7 411.0 +220 +20.0 ; 
+0.9 —39.0 —44.0 +27.0 
+44 —-400 —33.0 +15.0 
—32.7 +18.0 +22.0 +47.0 
—16.1 +33.0 +50 +29.0 
—15.5 +33.0 — +17.0 
— 6.0 
— _— +70 — 
—0.6 — -20 +12.0 
—16.6 -—150 +17.0 +180 


Sources: Up to 1967: IMF, \Balance of en a Yearbook, vols. 17 and 19; 1968: ECLA 


estimates. 


spending abroad, the effects of which are re- 
flected in the 1968 figures. 

In 1968 fish-meal exports totalled 2,083,000 
tons, 33 per cent above the high figure for 1967. 
At the average price prevailing up to September 
this was equivalent to a value of 204 million 
dollars, or 28 million more than in 1967. The 
value of fish-oil exports is estimated at some 24 
million dollars, owing to an exceptional increase 
in volume(73 per cent) although prices were much 
lower than in 1967. 

The volume of exports of mining products 
rose by slightly more than 2 per cent, while prices 

rose by 11 per cent. Sales of copper are estimated 
at 200,000 tons, or a value of some 230 million 
dollars, since prices rose, partly as a result of the 
United States copper strike which continued 
until March 1968. The volume of iron sales was 
expected to be slightly larger than the 5.4 million 
‘tons exported in 1967 (valued at some 64 million 
dollars). The price of silver rose by approximately 
48 per cent, which, added to an increase of 6 per 
cent in volume, raised the value of silver exports 
to some 68 million dollars (57 per cent higher 
than in 1967). The value of lead exports, how- 
ever, was reduced by 1.5 million dollars owing to 


a fall in prices, while the value of zinc exports 


dropped slightly compared with 1967 since the 


increase in the volume of exports was more than 
cancelled out by the fall in prices. 

The value of exports of the three main agri- 
cultural products is estimated to have risen by 
15 per cent in 1968, attributable to both an in- 
crease in volume (6.7 per cent) and a rise in 
prices (7.8 per cent). The volume of cotton ex- 
ports fell slightly during the year and thus it was 
not possible to take full advantage of the high 
price for cotton, which marked a record for the 
nineteen-sixties. The value of sugar exports pro- 
bably attained some 64 million dollars as against 
53 million in 1967), since prices rose by 20 per 
cent over 1967 and also because virtually all the 
sugar exports went to the United States market 
where it commands higher prices than on the 
world market. The figures for the first ninemonths 
of the year indicate that the volume of coffee 
exports rose by 30 per cent, which would mean 
a rise of 26 per cent in value owing to the decline 
in coffee prices which began in 1964. Total ex- 
ports of goods increased by 14.4 per cent over 
1967 to a value of 870 million dollars. 


Since the beginning of the nineteen-sixties 
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imports have risen even faster than exports. The 
f.o.b. value of imports of goods (excluding 
services) rose from 327 million dollars in 1960 
to 802 million in 1967. In 1968 the measures taken 
to bring the balance of payments back into 
equilibrium led to a sharp decline in the value of 
imports, which fell to 634 million dollars. 


Over the period 1960-66 as a whole, total ex- 
ports of goods and services amounted to 4,742 
million dollars, while the value of imports was 
4,677 million, added to which there was a net 
outflow of 539 million dollars in respect of 
profits and interest and an inflow of 39 million 
dollars in respect of net private transfer pay- 
ments. This resulted in a deficit of 435 million 
dollars on current account over the seven-year 
period. 


During this same period, however, the net 
inflow of autonomous capital amounted to 628 
million dollars—481 million in the form of loans, 
105 million in direct investment and 50 million 
in official transfer payments. This produced a 
surplus of 193 million dollars which, less 84 
million dollars in respect of errors and omissions, 
amounted to 109 million. Of this surplus, 13.5 
million was used to reduce the liabilities of the 
international monetary authorities, while the 
remainder (95.5 million) was added to gross 
international reserves. 


If the movement of capital is looked at from 
another vantage point, it will be seen that over 
the period 1960-66 the gross inflow of foreign 
capital amounted to 1,267 million dollars, while 
gross disbursements, mainly for repayments and 
other capital outflows, amounted to 451 million 
dollars. If net payments in respect of profits and 
interest—considered above under current ac- 
count—are added in, the net inflow of foreign 
capital totalled 270 million dollars over the 
seven-year period, while the total cost of 
servicing foreign capital over the period repre- 
sented 20.7 per cent of the value of exports of 
goods and services. 


These trends have tended to change in recent 
years. As early as 1965 and 1966 there wasa 
deficit of some 20 million dollars on the balance 
of payments before compensatory financing. 
This doubled in 1967, when the decline in ex- 
ports, the increase in imports and a substantial 
outflow in respect of profits and interest com- 
bined to create a deficit of 270 million dollars 
on current account. 


During 1967, direct investment remained at the 
1966 level, while net long-term loans declined 
by 30 per cent. As a result, the international assets 
of the Central Bank fell by 18 million dollars, 
stand-by loans of 12 million dollars were 
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obtained from IMF, while a further 17 million } 
were secured by-contracting other obligations. 


These trends explain why efforts were made in — 
1968 to change the situation by means of a — 
sharp increase in exports and a considerable con- 
traction of imports. Some very provisional 
estimates show a surpus on merchandise account — 
of close to 240 million dollars for the year which, © 
after deductions of other net payments in re-- 
spect of financial and non-financial services, 
created a small surplus on current account. 


In mid-November 1968, the gross international 
reserves of the Central Bank amounted to 113 . 
million dollars, 10 million dollars higher than at — 
the same point in 1967. During 1968 stand-by © 
loans from IMF amounted to 46 million dollars, — 
although liabilities to it fell by 42 million dollars, — 
with 50 million dollars still outstanding of the 
stand-by loan of 75 million dollars granted at the 
beginning of November. United States com-— 
mercial banks also granted 65 million dollars’ 
worth of additional credits to form a reserve 
fund for three years, and 25 million dollars — 
were obtained from European banks for the 
same purpose. 


Dominican Republic 
OVER-ALL TRENDS 


Economic development trends in the Domini- 
can Republic in 1968 resulted in an increase of 
about 2.3 per cent in the gross domestic product, — 
as against 3.5 per cent in the preceding year. This — 
time both the dynamic and the retarding factors” 
were different from those operating in 1967, 
when the impetus had come from the manu-— 
facturing sector, whereas in 1968 construction 
and to a lesser extent agriculture were re- 
sponsible for the expansion achieved. The prod- 
uct of industry, in contrast, declined in absolute — 
terms (see table 144). | 


Table 144. Dominican Republic: annual growth rate of the — 
gross domestic product by sector of economic activity, 
1960-66, 1967 and 1968 


Sector 1960-66 1967 1968" 
Agriculture . 5 . 00 -1.5 3.1 
Mining. ; —0.2 29.7 3.1 
Manufacturing 2 : F 1.6 44  —-2.1 
Construction . ‘ . ; 98 204 20.6 
Goods . “ : ‘ é IZ 3.4 3H 
Basic services ‘ : 84 6.4 is 
Commerce and finance . sf asa 4.7 2.0 
General government : oy ie oo 0.7 —-1.3 
Miscellaneous services . ; 4.0 Bs 1.0 
Other services Re) 3) 0.8 


Growth rate of the total product 28 35 2.3 


Source: ECLA, on the basis of national accounts data 
supplied by the Central Bank of the Dominican Republic. __ 
« Provisional figures based on partial indicators. 4 


% 
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From the standpoint of the supply of goods 
and services available for domestic use, the 


_ smallness of the increase in the product was to 


| some extent offset by the fact that imports ex- 


panded more than exports in real terms. The 
additional flow of imports was largely channelled 
into capital formation and, in particular, con- 


| struction. Private consumption, on the other 


| hand, 


increased much less, and the level of 
general government consumption expenditure 
remained virtually the same as before (see table 
145). 


This last circumstance was attributable to the 


"maintenance of the policy of restricting the 


public sector’s current expenditure and stepping 


| up its investment, with the resultant stabilization 


of the trend that had begun in 1966. The Central 
_Government’s current income regained the 1964 
level, but its current expenditure decreased by 


| about 10 per cent in relation to that year, owing 


to the continued implementation of the “austerity 
_ programme”’. Its savings on current account thus 

rose from 13 million Dominican pesos in 1964 

to 30 million in 1968. In line with the trend 

observable in previous years, 40 per cent of 
| public investment was placed in the transport 

and energy sectors. Investment in health services 

exceeded 20 per cent of the total, which implied a 
_ significant increase. 


Domestic consumer prices in 1968 remained 
at the same level as in 1967. 


SECTORAL PRODUCTION TRENDS 
Activity in the agricultural sector had fallen 


| off slightly in 1967 (by 1.5 per cent), in conse- 
| quence of a drought which had lasted into the 
| early months of 1968 and had also delayed 


sowings of certain crops in the latter year. 
Nevertheless, an expansion of approximately 


| 3 per cent was achieved in 1968, mainly because 


output of rice, maize, potatoes, beans and manioc 
increased, while, among export items, production 
increments were recorded for coffee and cocoa. 
The most significant progress was made in rice 
production, which sufficed to meet domestic 
demand, thanks to the expansion of the rice- 
growing area, to the use of new varieties and the 
application of fertilizers, and to the firmness 
of prices. On the other hand, production of 
sugar-cane dropped from 7.7 million tons to 
about 6 million, and that of tobacco from 19 
million tons to approximately 16 million. The 
slaughtering rate for cattle and pigs also declined 
and so did milk production. 


Manufacturing output fell by about 2 per 
cent, in contrast to the more dynamic trend it 
had followed since the 1965 depression. On this 
occasion the setback was due to a contraction of 
more than 15 per cent in the sugar industry, 
caused in its turn by the decrease in production 
of sugar-cane. Apart from this situation, which 
can be ascribed to temporary causes, the policy 
of encouraging industry was maintained, and 
some fairly important projects were completed 
or are in process of execution. In April 1968, for 
example, a new industrial incentives and pro- 
tection act was passed, granting tax exemptions 
to certain branches of industry which have a 
direct impact on the balance of payments (im- 
port substitution activities or industries manu- 
facturing export products). The Economic 
Development Investment Fund (Fondo de 
Inversiones para Desarrollo Econémico) also 
continued to discharge its function of channelling 
into industrial projects resources provided by 
IDB, the United States Agency for International 
Development and the Central Bank of the 
Dominican Republic. As regards new projects, 
four new industries entered production in the 
Herrera area, and construction work proceeded 
on thirty others. 


Table 145. Dominican Republic: total supply and demand, 1960 and 1966-68 
(Millions of Dominican pesos at 1960 prices) 


Dominican Republic. 


1960 1966 1967 19688 

Total supply 839.8 1,075.5 1,119.6 1,157.5 
Gross domestic product ‘ 722.9 851.0 880.8 901.0 
Imports of goods and services . 116.9 224.5 238.8 256.5 
Totaldemand . 5 839.8 1,075.5 1,119.6 TGV AS) 
Exports of goods and services ; 172.1 130.3 144.7 149.4 
Gross fixed investment 1?! 149.2 169.3 190.0 
Construction ‘ 44.0 ants 92.7 111.8 
Machinery and equipment 31.2 72.1 76.6 78.2 
Total consumption . 592.5 796.0 805.6 818.1 
General government 92.2 101.9 106.5 106.5 
Private : 500.3 694.1 699.1 711.6 


OI a is 
Source: ECLA, on the basis of national accounts data supplied by the Central Bank of the 
* Provisional figures based on partial indicators. 
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In 1967, industries other than sugar processing 
employed 11.5 per cent of the labour force, paid 
19 per cent of total wages and accounted for 22 
per cent of sales.** 


The construction sector was the mainspring of 
progress in 1968, showing an expansion of over 
20 per cent in relation to the preceding year, when 
its growth rate had already reached 20.4 per cent. 
The increase in activity was mainly attributable 
to public and private house-building and to road 
works undertaken by the public sector (in 
particular, the building of 174 kilometres of 
highways and 75 kilometres of approach roads, 
representing an investment of 50 million 
Dominican pesos). 

With respect to infrastructure projects, 
financing was obtained for the construction of 
the dam for a hydroelectric power station at 
Tavera, and the preparatory work on approach 
facilities was started. In addition, the installed 
capacity of the Hayna thermoelectric power 
station was enlarged, and the installation of the 
transmission line between Santo Domingo and 
Puerto Plata was completed. 


THE EXTERNAL SECTOR 


In 1968 a further increase in the value of ex- 
ports of goods and services took place, this time 
of 6 per cent. Although less than in the two pre- 
ceding years, this meant that their value (193 
million dollars) came close to the high level of 
1964 (see figure XXIII). The decrease in domestic 
sugar production was offset by the growth of 
sales to the United States where prices, which 
were much higher than those quoted on the 
world market, rose slightly. There was also an 
increase in the quota assigned to the Dominican 
Republic by the International Coffee Council. 
In the cases of cocoa and tobacco, prices went 
up but the volume of sales decreased. 


In terms of current value, imports increased 
more than exports (8.5 per cent). This was partly 
because, despite the import restriction policy in 
force, external purchases of food products had to 
be stepped up in cases where supplies had been 
affected by the drought. 


The outcome of all these variations was that 
the deficit on current account was about 65 
million dollars, differing little from the im- 
balances recorded in the two preceding years. At 
the same time, by virtue of a greater inflow of 
non-compensatory capital a pre-compensation 
surplus was obtained after four successive years 


18 See Inter-American Committee on the Alliance for 
Progress (CIAP), Domestic effort and the need for external 
financing. for the development of the Dominican Republic 
(November 1968). 
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Figure XXIII. Dominican Republic: 1960-68 


(a) RATE OF-GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annual growth rates 


PER 


CAPITA 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 


Millions of dollars 
at current prices 


260 IMPORTS OF GOODS 
AND SERVICES 


220-expoRTS OF GOODS 
ICES 

200 LAND SERVIC | 

180 

160 so 

140 sO 

120 » 40 
fs EXT RNAL | | 

100 FINANCING 4 

80 f 

60 PROFITS ON FOREIGN 20 

INVESTMENT | AND 
re INTEREST ON TH mT 


EXTERNAL DEBT Tne) 


1960 6I 62 63 64 65 66 67 68 


of unfavourable balances, and the monetary 
authorities were enabled partly to reconstitute — 

the country’s gold and foreign exchange reserva } 
(see table 146). 


Trinidad and Tobago 


In 1968 Trinidad and Tobago recorded an — 
economic growth rate of about 4 per cent in 7 
terms as a result of an increase of 10.8 per cent in 
current values, and a rise of approximately 7 per 
cent in prices (see table 147 and figure XXIV). 
The main features of the growth rate were an 
improved performance in the agricultural sector. 
an intensification of the strong forward drive o! 
the manufacturing sector and a high level o 
activity in petroleum and construction (see tabl 
148). In the external sector, exports made con 
siderable gains, increasing at a slightly high 
rate than imports. While gross fixed investmen 


expenditure rose by nearly 12 per cent, thus re- 
‘ducing the investment coefficient and the level of 
/ gross domestic savings. 


| 


Table 146. Dominican Republic: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


1960 1965 1966 1967 1968 
Current account 
Exports of goods and services . 172.1 143.1 160.4 181.6 192.5 
Goods 157.4." 125579 — 138-0 * 156.6) — 361-8 
Services ; § 14,7 17.6 22.4 25.0 30.7 
Imports of goods and services c 116.9 163.95" 214:5) (229:3°-° 248.9 
Goods, f.o.b. SOS e207 160.5 174.2" 7192.0 
Services 26.6 43.2 54.0 55:1 56.9 
Net external investment income. —9.66 -—-12.0 -—200 -—22.22 -—19.0 
Net private transfer payments . —3.0 +12.4 +6.5 +6.0 +8.9 
Balance on current account +42.6 -204 -67.6 -—63.9 -—66.5 
Capital account 
Net external financing —42.6 +204 +676 +63.9 +66.5 
Net non-compensatory foreign capital —18.2 +458 +343 +39.6 
Direct investment . : ‘ +1.0 +6.0 me nae 
Non-compensatory loans —0.5 +13.5 +33.9 +39.9 
Short-term liabilities —18.6 -—389 -—-100 -—03 
Official transfer payments -0.1 +65.2 +104 +76.4 
Net non-compensatory domestic capital or 
assets . ¢ : +3.3 —3.5 +0.7 —0.4 
Errors and omissions —28.1 —24.3 +1.9 +19.5 
Compensatory movements harease 5 +0.4 +2.4 +30.7 +5.2 
Net compensatory foreign capital . . —117 +0.6 +13.0 +4.0 
Balance-of-payments loans and deferred 
import payments 5 E ; . —20.7 —4.4 +6.7 +74 
Other liabilities of the monetary —9.9 
authorities ; ; : : — —_ — _ 
IMF position +9.0 +5.0 +6.3 —3.4 
Movements of gold and ‘foreign exchange 
(increase —) : 3 : : . +121 +1.8 +17.7 +1.2 


Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 19 and 20; 1968: ECLA 


estimates. 


increased a little at current prices, consumption 


MAIN PRODUCTION SECTORS 
(a) Petroleum 


Despite the fall in its contribution to the gross 
domestic product from 25.4 per cent in 1967 to 
24.6 per cent in 1968, the petroleum sector con- 


‘tinued to dominate the economy. The growth 


rate of 8.3 per cent (at current prices) achieved 


during 1968 can be ascribed to an increase in 


both domestic crude production and refining 


‘output (see table 149). The recent increases in 


‘petroleum production were mainly at the ex- 
‘pense of proven reserves, which, at the end of 
1967, were estimated at only nine and a half 
times the level of production in that year. In an 
attempt to improve this precarious position, ex- 
ploratory drilling was intensified on the east 
coast of Trinidad and in western Tobago. 


(b) Agriculture and stock-breeding 


The agricultural product grew by 13.8 per 
cent (at current prices) following a period of 


Figure XXIV. Trinidad and Tobago: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 


Annual growth rates 


stagnation which began in 1960 (see table 148). 
The increase embraced agrioulture both for ex- 
port and for home consumpfion. 

In 1968 the sugar-cane ¢rop was estimated at 
2.4 million tons, which yielded 239,000 tons of 
raw sugar. In the present decade, this level of 
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| Table 149. Trinidad and Tobago: domestic crude petroleum, 


refinery throughput and contribution to gross domestic 
product, 1963-68 


Production Contribution 


a H Refinery 
Year 2 crude fs Gib oi (niffions of 
(Harrelsy” —— OF barrels) —pppinidad td 

1963 48.7 115.4 297 

1964 49.7 131.0 301 

1965 48.9 137.9 284 

1966 55.6 144.1 314 

1967 65.0 139.6 350 
1968 67.0 150.7 379 


Source: Draft Third Five-Year Plan, 1969-73. 


production was exceeded only in 1965, and was 


' attributable to more effective frog hopper con- 


trol. Commonwealth sugar prices remained at 
the same level as for 1967 and, with the increase 


‘in production in 1968, earnings in the industry 


improved considerably. The prospects for stable 
sugar prices appear to be much more promising; 
in 1968 the Commonwealth Sugar Agreement 


_ was extended for four years up to 1978, and the 


new International Sugar Agreement was con- 
cluded. 


The production of cocoa, which had been 


_ falling steadily since 1963, increased from 11.6 
million pounds in 1967 to 13.4 million in 1968. 
_ At the same time there was an improvement in 
_ world prices, so that the-value of exports in- 


creased about 40 per cent. This crop, however, 


is still encountering serious difficulties in the 


form of inefficient cultivation methods and im- 


poverished soils. 


With regard to coffee, improved methods of 


_ picking boosted production. As a result of this, 


and of the stability afforded by the International 
Coffee Agreement (which now offers Trinidad 
and Tobago a quota of 13.2 million pounds), 
output rose from 5.6 million pounds in 1967 to 


9.5 million in 1968 (see table 150). 


Table 150. Trinidad and Tobago: agricultural production 
for export, 1962-68 


Sugar Cocoa Coffee Citrus 

Year (thousands (millions (millions (millions 
of tons) of Ibs) of Ibs) of Ibs) 
1962. 201 14.8 3.7 93.3 
1963 . 227 ~-\\ 16,1 a9 64.8 
‘ 1964 . 227) a 1037 8.2 73.3 
1965 . 250 11.0 Ie) 110.1 
1966. 206 11.9 5.3 97.9 
1967 . 198 11.6 5.6 85.5 
1968? 239 13.4 95 88.1 


Sources: Draft Third Five-Year Plan, 1969-73, and 


| Quarterly Economic Report. 


@ Estimates. 


Agriculture for the domestic market has made 
fairly good headway in recent years, particularly 
as regards poultry, pork and fresh milk produc- 
tion. 


(c) Manufacturing 


Manufacturing has grown more rapidly than 
any other sector in the nineteen-sixties. Its 
contribution to the gross domestic product has 
increased from 12.5 to 17.5 per cent since 1960, 
and in 1968 its growth rate was 23.5 per cent, at 
current prices. Nevertheless, it still has a some- 
what narrow base, consisting mainly of petro- 
chemical products, especially fertilizers, al- 
though this industry is now undergoing a process 
of diversification. In the early stages it produced 
little else but sulphate of ammonia, but in recent 
years urea, ammonia and sulphuric acid have 
been produced in increasing quantities. Apart 
from petrochemical products, manufacturing 
activities extend to textiles, clothing, the assembly 
of some durable consumer goods, and food 
processing. Output of the traditional manu- 
factures remained virtually at a _ standstill, 
mainly because the possibilities of the domestic 
market are virtually exhausted, and also because 
of increased taxes on consumption. 


THE EXTERNAL SECTOR 


Imports of goods and services, which had been 
declining from their 1965 peak, rose by 14.8 per 
cent in 1968, mainly owing to greater purchases 
of crude petroleum and to foreign travel. Crude 
petroleum imports average 45 per cent of the 
total each year, and the increased refining output 
in 1968 required an estimated increase of 8 
million barrels of imported crude, bringing the 
total to 84 million barrels. Table 151 shows the 
position with regard to import items other than 
petroleum. 

In 1968 exports of goodsand services amounted 
to 1,025 million Trinidad-Tobago dollars. This 
means that the rate of increase for all export 
items except raw materials was nearly 15 per cent. 
Table 152 presents figures for net exports, ex- 
cluding the effects of imports of crude for re- 
fining and of re-exports. 

The balance of payments shows a deficit on 
current account similar to that recorded the 
previous year. While the merchandise account 
showed a surplus, remittances of profits on in- 
vestments in petroleum, sugar and chemical 
products continued to weigh heavily on the debit 
side (see table 153). 


CONSUMPTION, SAVINGS AND INVESTMENT 


In 1968, total consumption increased faster 
than the product, at a rate of 12.7 per cent at 
current prices. Public consumption accounted for 
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Table 152. Trinidad and Tobago: net exports, by major items, 1963-68 
(Millions of Trinidad and Tobago dollars) 


1963 1964 1965 1966 1967 19688 
Fuels and lubricants” . A : A : 232 211.8 168.6 197.3 248.1 267.9 
Manufactures. ; : ‘ j ‘ 12.1 13.5 14.3 16.9 17.9 24.0 
Chemicals . ; : 1335 27.9 37.3 59.0 78.2 84.7 
Machinery and transport equipment 4 a 6.5 5.0 4.9 7.6 4.8 13.8 
Raw materials. ‘ 5 : , 4.3 a2 4.8 5.4 5.0 4.8 
Agricultural commodities° : : ; : 63.9 59.8 54.2 48.5 48.8 66.9 


Sources: Overseas Trade Reports and Draft Third Five- 


_ Year Plan, 1969-73. 


* Estimates. 


| 8.2 per cent of this increase and private con- 
_ sumption for 13.5 per cent. In the last three years, 


gross domestic saving followed an upward trend 
and was stabilized, at over 15 per cent of the 
gross domestic product. Nevertheless, it was 
necessary to draw on foreign capital to help 


_ finance the investment programme (see table 


154). Gross fixed investment rose 2 per cent, at 
current prices, which accentuated the declining 
trend of the investment coefficient in relation to 
the product. Since 1965, when large investments 
were made in the petrochemical industry, the 


_ decline has been steady, reaching its lowest ebb 


’ (18.7 per cent of the product) in 1968. 


POPULATION AND EMPLOYM-NT 


The rate of population growth during the last 
decade was over 3 per cent annually, but during 


Table 153. Trinidad and Tobago: 


> Gross totals less imports of crude. __ 
© Includes processed sugar, citrus and bitters. 


the nineteen-sixties the rate has slowed down 
because of a fall in the birth rate and the in- 
crease in emigration, while the death rate has 
remained fairly stable (see table 155). The net 
result was that the population increased by 
about 1.2 per cent. It is further estimated that 41 
per cent of the population is under 14 years of 
age. The labour force in 1968 comprised 368,000 
persons, of whom 53,500 (14.5 per cent) were 
unemployed. If the figures for disguised unem- 
ployment are added, it will be appreciated that 
unemployment is a very serious problem. 


WAGES AND PRICES 


The minimum wage index for workers ia 
industry rose 1.6 per cent between May 1967 and 
May 1968. On the other hand, prices, which had 


balance of payments, 1962-68 


(Millions of Trinidad and Tobago dollars) 


1962 
Current account 
(i) Goods and services 
Exports, f.o.b. . ; j F ; . 559.9 
Imports, c.i.f. j ‘ ; . 606.2 
Balance on visible trade : 3 : . —46.3 
Services: 
Transportation . : ; : : 70.0. 
Foreign travel : P : f . 3.7 
Investment income : ‘ ‘ . —118.5 
Other . F 3 ;: : ; ; 35.3 
Balance on services . é - . —50.8 
Balance on goods and services . ‘ . 971 
(ii) Transfer payments. F , ‘ . —3.9 
Private . . 5 : ; : . —1.6 
Official . : 3 : : ? o4 =23 
Capital account 
(i) Capital inflows (net) . 5 ; F 2 79.3 
Private sector (net) . : : ; : 67.3 
Public sector (net) . ‘ ; ; : 12.0 
(ii) Net errors and omissions . ; 7 ? SH/ 
(iii) Surplus or deficit . 5 ; : . 141 
Financing of the deficit 
(i) Net movements of CAG en (in- 
crease—) . 7 : 14.1 


Sources: Annual Statistical Digest and Draft Third Five- 
Year Plan, 1969-73. 


1963 1964 1965 1966 1967 1968 


595.0 693.4." 710:5'* 752.7 750:2 ~~ 830.0 
644.0 731.0 816.9 772.6 710.1 797.6 
—49.0 —37.6 —106.4 —19.9 40.1 32.4 


60.2 61.8 57.8 57.8 52.9 64.0 
0.2 0.3 0.2 Sy 2.0 
—115.8 —121.4 —103.3 —107.6 —121.8 —131.6 
4.7 6.3 8.5 CB tae) 6.6 
—53.4 —463 —368 —28.4 —78.5 —72.2 
—102.4 -—83.9 —143.2 —48.3 —384 —39.8 
—2.7 ies 21.3 84° 8 —16) 10 
3 0.6 0.6 1.6 — 
1 20.7 SE Se — 


— 40.4 B1-655 *=7-3 O77 ae —=20:0 


= Estimates. 
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Table 154. Trinidad and Tobago: gross savings and gross fixed investment, 1963-68 ¥ 
(Millions of Trinidad and Tobago dollars)~ | 


Gross domestic 


Gi 
Year Pp noes e national ‘ Gos Difference poten s 
prices savings Investment as percentage 
() (2) (3) (2)-@) of GDS 
1963 1,159 181 215 —94 23.7 
1964 1,190 185 275 —90 23.1 
1965 1,249 180 326 — 146 26.2 
1966 1,349 221 292 —71 21.6 
1967 1,469 254 298 —44 20.3 
1968° 1,628 264 304 —40 18.7 
Sources: Derived from tables 11 and 12. 
* Preliminary figures. 
Table 155. Trinidad and Tobago: population, 1963-68 
Birth Death Net 7 i 
a0 (oer 11000 (per 1,000 migration == sand increase 
population) population) ‘of-persons) of persons) (percentage) 
1963 35.6 194 +2.3 924.3 2.6 
1964 34.7 7.0 —2.1 951.0 2.9 
1965 32.8 6.9 —3.1 973.9 2.4 
1966 30.2 fa —5.1 994.8 251 
1967* 28.2 6.7 —9.0 1,010.1 ie) 
1968? 30.1 7.0 —11.3 1,022.4 12 


Sources: Annual Statistical Digest and Draft Third Five-Year Plan, 1969-73. 


* Provisional figures. 


risen by an annual average rate of 2 per cent from 
1960 to 1967, increased by 7 per cent in 1968. 
This sudden upswing is attributable to the 
currency devaluation of November 1967 and 
the increase in indirect taxation established in 
the 1968 budget. 


SOME ECONOMIC POLICY GUIDELINES 


With respect to industrial development, 
Trinidad and Tobago has adopted a policy of 
incentives to encourage import subsitution, for 
which purpose tax exemptions were granted, 
accelerated depreciation allowances were author- 
ized, duty-free imports of machinery and raw 
materials were permitted, and factory sites and 
buildings were provided. This policy was ex- 
tended to agriculture, in particular through the 
Crown Lands Programme. The programme, 
launched in 1966, consists in the distribution of 
Crown lands to small farmers for dairy and pig 
farming; in addition, government assistance is 
provided in the form of long-term credit for land 
improvement and the purchase of livestock, 
technical assistance in livestock care, and 
arrangements for marketing output. As a result 
of these measures, milk and pork production 
have already increased sharply. 

The second Five-Year Plan for 1964-68 came 
to an end in December 1968. Although a detailed 
appraisal of performance has not yet been under- 
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taken, it should be noted that the projected 
annual rate of growth (5 per cent in real terms) 
was attained, that public expenditure was lower — 
than anticipated (306 million Trinidad-Tobago — 
dollars over the five-year period as compared 
with an estimated expenditure of 320 million), 
and that the rate of unemployment remained 
constant at about 14 per cent. 


The third Five-Year Plan for 1969-73 was 
launched in January 1969. This is regarded as the 
first phase of a fifteen-year plan designed to 
achieve full employment and a more diversified 
structure of production. Public expenditure is 
estimated at 375 million Trinidad-Tobago — 
dollars for the five-year period. While the two 
previous plans emphasized infrastructure and — 
industrial development, the third plan attaches — 
special importance to agriculture. : 


Uruguay 
RECENT ECONOMIC TRENDS 


Uruguay’s levels of economic activity re-— 
covered slightly in 1968 after the setback 
experienced in 1967. The goods-producing sectors — 
increased by about 1.7 per cent, which, combined | 
with a decline in services, resulted in a rise of 
only 0.3 per cent in the total sa (see table” 
156). 


: 
1 


\ 


_ Table 156. Uruguay: annual growth rate of the gross 


domestic product by sector of economic activity, 1960-66, 
1967 and 1968 


(Percentages) 
Sector 1960-66 1967 19688 
Agriculture 3.9 —19.1 1.6 
Manufacturing” 0.8 —-5.9 1.6 
Construction . —4.6 hei by R285) 
Goods . 17 -124 1.7 
Basic services Wipe) —-39 O04 
Other services a OS —2.0 —0.9 
Growth rate of the total product 1.0 —-6.3 0.3 


SourcE: ECLA, on the basis of data supplied by the Banco 
de la Republica Oriental del Uruguay. 

* Estimates. 

> Includes mining. 


The factors making for instability continued 
to be the main features of Uruguay’s recent 
economic development and the prime concern of 
short-term economic policy. These factors in- 
cluded accelerated inflation, disequilibrium in 
the public finances and pressures on the balance 
of payments. Accordingly, from the beginning of 
the year, action was taken to implement a pro- 
gramme of investment and development pro- 
motion, and economic and financial measures 
were applied to reinforce the existing policy 
governing the balance of payments, public in- 
come and expenditure, and prices and wages. 


In April, exchange parity was adjusted to 250 
pesos to the dollar in order to bring it into line 
with the rise in domestic prices since the previous 
devaluation (in November 1967 the official ex- 
change rate had risen from 99 to 200 pesos to the 


dollar). Domestic prices jumped more than 60 


per cent in the first half of the year following an 
increase of 135 per cent in 1967. Since then they 
have been virtually stabilized and the increase 
for the whole year was about 66 per cent. 


In the face of this price increase, real wages and 
salaries seem to have followed different trends in 


the public and private sectors. In the former, the 
fiscal situation was the paramount consideration, 
and this led to a further substantial deterioration 
in the real remuneration of employees, par- 
ticularly during the first half of the year. The 
private sector granted periodic adjustments in 
the course of the year, which ultimately seem to 
have restored part of the loss in real income sus- 
tained the year before. The index of industrial 
wages, deflated by the consumer price index (for 
Montevideo), shows that there was a slight in- 
crease over the 1967 level up to November 1968, 
but in December it rose steeply and came close 
to the level of real industrial wages paid in 
1966.14 


Exports increased considerably (by 22 million 
dollars), while imports dropped 7.9 million 
dollars below their 1967 level, resulting in a 
surplus on current account. In terms of constant 
prices, exports rose 10 per cent and imports 
declined about 5 per cent. There was conse- 
quently a reduction in the domestic supply of 
goods and services, which affected both private 
consumption and fixed investment, while the 
progress made by construction was not enough 
to counterbalance the sharp drop in investment 
in machinery and equipment (see table 157). 


MAJOR SECTORS OF ACTIVITY 


In agriculture, the adverse weather conditions 
in 1967 continued in the first four months of 
1968, with a persistent drought in the central and 
southern areas. Ideal weather conditions followed 
with moderate temperatures and timely rainfall. 
These two phases had a direct impact on pro- 


14 The respective indexes for prices and wages (with 
1961 as the base year) would be 629.8 and 680.7 in 
December 1966, 1,485.8 and 1,271.8 in December 1967. 
2,425.6 and 2,141.2 in November 1968 and 2,471.2 and 
2,376.1 in December of the same year. 


Table 157. Uruguay: total supply and demand, 1960 and 1966-68 
(Millions of pesos at 1960 prices) 


1960 1966 1967 19682 
Total supply ! 16,299 16,177 15,548 15,487 
Gross domestic product : 13,583 14,450 13,541 13,583 
Imports of goods and services . 2,716 1,727 2,007 1,904 
Total demand : 16,299 16,177 15,548 15,487 
Exports of goods and services ; 1,952 2,596 2,383 2,623 
Total investment 2,392 1,587 1,631 1,700 
Fixed investment 2,045 1,521 1,718 1,706 
Construction 1,371 1,041 971 994 
Machinery and equipment . 674 480 747 712 
Total consumption . F 11,955 11,994 11,534 11,164 
General government 1,228 1,389 1,327 1,341 
Private 10,727 10,605 10,207 9,823 


Source: ECLA, on the basis of data supplied by the Banco de la Republica Oriental del Uruguay. 


* Estimates. 
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duction, resulting in an increase of about 1.6 
per cent in the product. 


During the first four months of the year, 
cattle and sheep suffered the consequence of the 
drought. With the subsequent recovery, livestock 
production increased by 23 per cent over the 
previous year. The wool clip improved in both 
quantity and quality, stimulated by the difference 
in world prices for the various finenesses. An- 
other favourable sign was the recovery in dairy 
cattle, which was reflected in the daily production 
of milk, which rose from 350,000 to 900,000 
litres in the Montevideo dairy basin between 
June and November 1968. It is estimated that 
milk production climbed by 10 per cent in 1968, 
which left a considerable surplus for processing. 
Further, 330,000 hectares were converted into 
pasture land during the year by the Honorary 
Commission for the Agricultural Plan (Comision 
Honoraria del Plan Agropecuaria). 


Two opposing phases are noted in crop 
farming. The winter crops harvested at the end 
of 1967 and the summer crops harvested at the 
beginning of 1968—with the exception of rice— 
showed marked decreases both in yield and in 
area sown, especially in the case of cereals, oil 
seeds, roots and tubers. On the other hand, the 
1968 winter crops were highly successful. An 
area of 532,000 hectares was sown to wheat and 
some 484,000 tons were harvested, which is 
almost four times the previous crop and 40 per 
cent more than the average over the last five 
years. There were also increases in the areas 
sown to linseed (59 per cent), oats (66 per cent) 
and malt barley (40 per cent). Production of 
roots and tubers recavered while the output of 
vegetables more than satisfied domestic require- 
ments. There was also an increase in the area 
sown to summer crops—mainly rice. 


Manufacturing grew by about 1.6 per cent in 
1968. The largest increments were in export 
items and products for the construction industry 
e.g., meat, fine woollen fabrics, cement and 
sheet glass. Enterprises producing only for the 
home market were affected by a decline in de- 
mand caused by the contraction in final con- 
sumption, and by the cessation of the stockpil- 
ing process. The decree freezing prices and wages, 
which was promulgated on 29 June, further 
weakened domestic demand in the third quarter 
of the year, but the last quarter marked a gradual 
recovery owing to the change of season (which 
particularly affected textiles, made-up textile 
goods and beverages), the special year-end 
expenditure, and tourism. 


The firm recovery in construction following a 
setback in June brought the growth rate for 


the whole year to approximately 2.5 per cent 
compared with 1967. 


| 


_ aedieae 


PRINCIPAL ECONOMIC POLICY MEASURES 


The programme for investment and develop- : 
ment promotion operated through the allocation 
of public investment and the encouragement of — 
privateinvestment, with a view to maintaining the — 
level of economic activity and reducing unem- — 
ployment. Government investment was financed 
with resources from the National Investment — 
Fund (Fondo Nacional de Inversiones), which 
draws its funds from taxation, the sale of 
government bonds and external sources. The 
funds obtained under United States Public Law - 
480 during 1968 were equivalent to approximately — 
3,600 million pesos. Efforts in private investment — 
were directed in the main towards achieving the 
necessary stability for planning on a large scale 
and facilitating the repatriation of national 
capital. First priority for the limited resources of 
the monetary programme went to the agri- 
cultural sector, while industry was encouraged 
mainly through the provision of external “—_ 
for the revival of construction. 


The monetary programme set limits to the 
expansion of domestic credit and endeavoured 
to channel it towards priority activities. In 
August 1967 the minimum level of cash reserves — 
was changed and subsequently a system of direct 
control (ceilings on holdings) was applied, with 
exceptions for some important sectors which ite 
was hoped to reactivate immediately, in par-— 
ticular investments to finance export activities — 
and to build up livestock inventories. In 1967, 
too, interest rates were raised on bank deposits 
in order to prevent savings being channelled into — 
speculative transactions on the market on which — 
financial agencies exercising certain banking 
functions carry on their operations. 

Net domestic credit expanded less than had 
been expected owing to the restrictions imposed 
on the public sector. Private banking, however, 
exceeded the maximum targets established, 
mainly because the Central Bank authorized the 
granting of special credit to encourage production - 
and maintain employment levels. In addition, 
the rise in the international reserves of the 
Central Bank and the Banco de la Republica 
led to an expansion of some 15,000 million pesos 
in domestic credit. 

External financial policy was aimed at re- 
ducing the strong pressure exerted by the short- 
term external debt, maintaining a unified ex- 
change rate which would reflect the movements 
of domestic prices, curbing speculation and 
preventing the stockpiling of imported goods and 
the retention of exportable surpluses. This 
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policy was implemented through the 1967 


_ devaluation, which raised the official exchange 


rate from 99 to 200 pesos to the dollar, and 
through a further adjustment on 29 April 1968, 


_ which established a rate of 250 pesos to the 
_ dollar. The devaluation of November 1967 was 
_ reflected in a rapid rise in international reserves, 


but it could not prevent the run on reserves in - 


_ April and May 1968, a trend which was re- 
_ versed by the new devaluation of June 1968. At 


the end of 1968 there was no pressure on the 


_ exchange rate owing to the methods of regulating 


the exchange market, the ceilings imposed on 
bank holdings, the refinancing of the external 
debt and the stability of domestic prices from 
June onwards. In addition, as a result of the 
refinancing of the external debt, the supply of 


international means of payment immediately 
rose (except for gold), part of the gold backing 
_ for the currency was released, and short-term 


liabilities in foreign currency decreased. With 
regard to foreign trade, imports were liberalized 
—tremaining subject only to surcharges and 


brokerage fees—and prior deposits were elimi- 


nated, while the system for authorizing imports 


_ of capital goods was maintained. 


One of the main goals of fiscal policy was to 
reduce the fiscal deficit to a maximum of 7 per 
cent of central government expenditure, as 
opposed to 23 per cent in 1967. Steps were taken 
to increase real fiscal income and to cut back 
current expenditure while direct subsidies to 
consumption and to public enterprises in deficit 
were not reinstituted. The results obtained 
indicate that the cash deficit was less than had 


_ been anticipated and that income from taxation 


was greater than expected. The main fiscal 


_ measures adopted included the establishment of 


committees on income and expenditure within 


| the Ministry of Finance, a reduction in the 


exchange withholdings in respect of traditional 
exports and a decision not to use the official 
bank credit of 3,000 million pesos provided for 


_ in the monetary budget. 


Owing to the sharp upward turn in prices 
during the first half of 1968, a decree was adopted 
under the provisions authorizing immediate 
measures to safeguard the economy, which froze 


| wages and prices at current levels. 


In the public sector there was a trend to 
eliminate subsidies to public enterprises and to 
restrict wage increases in line with the funds 
available in the public treasury. In the private 
sector, wages began to rise after 1 December 
1968 in accordance with a scale based on the date 
of the most recent wage increase received. For 
example, persons whose wages were increased in 
January, February and March 1968 received 


increases of 25, 12 and 6 per cent respectively. 
At the same time a bill was submitted to Con- 
gress proposing theestablishment ofacommission 
on productivity, prices and income, and became 
law in mid-December 1968. 


‘THE EXTERNAL SECTOR 

Preliminary estimates of the balance of pay- 
ments show an increase of 10 per cent in the 
current value of exports of goods and services 
and a decline of nearly 4 per cent in that of im- 
ports (see table 158 and figure XXV). 

The increase in exports was attributable to a 
rise in meat and wool exports based on an ex- 
pansion in volume since foreign market prices 
fell. 


As a result of these movements in exports and 


Figure XXV. Uruguay: 1960-68 


(a) RATE OF GROWTH OF THE TOTAL>AND PER 
CAPITA GROSS DOMESTIC PRODUCT 


Natural scale 
Annuol growth rates 


VAAL 


FLL 


(b) EVOLUTION OF THE EXTERNAL SECTOR 


Natural scale 


TOTAL 


| 
PER CAPITA 
PRODUCT 


Millions of dollars 
at current prices 


EXPORTS OF GOODS 
AND SERVICES 


IMPORTS OF GOODS 
AND SERVICES 


NET EXTERNAL 
FINANCING 


PROFITS ON FOREIGN 

INVESTMENT AND 
INTEREST 

30 EXTERNAL DEBT (net) Sa 


1960 6 62 63 64 65 66 67 6 
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Table 158. Uruguay: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) ~ 


Current account 

Exports of goods and services 
Goods. 
Services 

Imports of goods and services 
Goods, f.o.b. 
Services 

Net investment income 

Net private transfer payments 

Balance on current account 


Capital account 
Net external financing : 
Net non-compensatory foreign capital 
Direct investment . ‘ 
Non-compensatory loans 
Short-term liabilities 
Official transfer payments ; 
Net non-compensatory domestic capital or assets. 
Errors and omissions 


Compensatory movements Guaieaed zy 
Net compensatory foreign capital 
Balance-of-payments loans and deferred import pay- 
ments : 
Other liabilities of. the monetary authorities 
IMF position 
Movements of gold and foreign exchange (increase an 


1960 1965 1966 1967 1968 
171.2 2525 248.0 217.7 240.2 
129.4 196.3 190.3 158.7 179.2 

41.8 56.2 diel 59.0 61.0 
239.8 168.3 179.2 203.4 195.5 
187.9 123.1 132.2 147.6 145.6 

51.9 45.2 47.0 55.8 49.9 
—6.6 —15.4 —19.2 —25.8 —22.5 
—0.3 —0.6 0.0 +0.6 +0.1 

—75.5 +68.2 +49.6 —10.9 +22.2 
+75.5 — 68.2 — 49.6 +10.9 —22.2 

+25.7 —1.5 +91 +19.2 
+5.8 oz ees i 
+6.4 —12.3 +1.2 +8.5 

+12.4 +7.0 —1.8 —0.7 —12.0 
+1.1 +3.8 +9.7 +11.4 

+10.4 —0.5 —1.3 +10.8 

+11.5 — 80.4 — 37.8 +2.3 

+27.9 +14.2 — 19.6 —21.4 

+27.9 +10.5 —12.5 —31.9 

—_— +58.0 —12.0 —25.6 — 10.2 
+31.6 — 47.5 +0.5 +2.7 
—3.7 — —1.0 —9.0 
+3.7 —7A +10.5 


Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 19; 1968: ECLA estimates. 


imports there was a surplus of 22 million dollars 
on current account, which made a decisive con- 
tribution to the improvement of the Central 
Bank’s net monetary position. 


Venezuela 
GENERAL FEATURES 


In 1968, the Venezuelan economy maintained 
a relatively high growth rate of 5.5 per cent, 
compared with 6 per cent in the previous year, 
despite its flagging export trade. Contributory 
factors were the steady expansion in agricultural 
and industrial production, and the increase in 
construction activities and in the provision of 
energy and other services, which offset the re- 
duced tempo of growth in the petroleum 
industry compared with the rate in 1967 (see 
table 159). 


Economic trends in 1968 were also distin- 
guished by the advances made in the programmes 
for the agricultural infrastructure, the con- 
tinuation or initiation of investment in the 
‘petroleum sector, including the construction of a 
desulphurizing plant, and an appreciable rise in 
public expenditure, for which special revenue 
had to be sought. The stability of domestic 
prices was maintained, and the rise in the cost of 


Table 159. Venezuela: annual growth rate of the gross 


domestic product by sector of economic activity, 1960-66, 


to 1967 and 1968 


(Percentages) 

Sector 1960-66 19672  1968> 
Agriculture . ST 6.8 6.0 
Mining. F 25 4.6 1.6 
Manufacturing 8.2 6.7 6.5 
Construction . 5.0 3.2,e 
Goods . : 4.6 5.4 4.3 
Electricity, gas and water 12.1 10.3 12.0 
Transport and communications 6.6 6.0 5.4 
Basic services ; é SED: 74 7.6 
Commerce and finance . 5.5 V2 5.6 
Government . 41 6.0 6.0 
Miscellaneous services 5.5 6.2 7A 
Other services Se) 6.4 6.4 

Growth rate of the total product 5.1 6.0 5.5 


Source: ECLA, on the basis of figures supplied by the Cen- 


tral Office for Planning and Co-ordination (CORDIPLAN). 
* Provisional figures. 
> Preliminary estimates. 


living in the metropolitan area of Caracas was 
only 1 per cent over the 1967 average, i.e., 
slightly less than the annual average rate of 1.2 
per cent recorded for 1962-67. 


MAJOR SECTORS OF ECONOMIC ACTIVITY 
Agricultural production increased by 6 per 
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| cent, at a similar rate to that of the previous 


year. Its sustained growth reflects the efforts 
that have been made to improve the sector’s 
institutional framework and strengthen its 
infrastructure. The National Agrarian Institute 
(Instituto Agrario Nacional), the body mainly 
responsible for land reform, continued to 
implement programmes under which 3.8 million 
hectares were handed over to 145,000 families 
between 1959 and 1967, and 924 million bolivares 
invested. The Venezuelan Guayana Corporation 
(Corporacién Venezolana de Guayana) has 
provided flood protection for about 900,000 
hectares in the Orinoco delta, 300,000 of which 
are suitable arable and grazing land. Other 
agricultural projects under way include the 
CORPOANDES project for the high western 
plateau, which covers 3.5 million hectares of 
land on the eastern flank of the Andes and part 
of the plains, and the irrigation plan for the 
Medio Yaracuy, under the auspices of the 
development agency for that area (Fundacion 
para el Desarrollo de la Regiédn Centro occi- 
dental—FUDECO), which ranges from the prep- 
aration of background studies to the resettle- 


ment of labour and the marketing of the products. 


The petroleum industry has experienced some 
changes of fortune in recent years owing to 
to fluctuations in international demand rather 


than to internal production possibilities. An 
absolute fall of 3 per cent in 1966 was followed 


by a 5 per cent increase in the following year 
as a result of supply difficulties on the world 
market caused by the hostilities in the Middle 
East. Once this extra incentive was removed, the 
rate of growth fell back to 2 per cent in 1968. 
Other milestones in its recent development have 
been the discovery of a new oil field in the Mata 
Auma area on the eastern seaboard, the entry 
into production of the additions to the refinery 
of the Venezuelan Petroleum Corporation 
(Corporacién Venezolana de Petrdéleo) whose 
capacity has expanded from 2,300 to 16,000 
barrels a day, and the start of work on the con- 
struction of a gas pipeline 240 kilometres long 
with a capacity of 150,000 cubic feet a day and of 
a desulphurizing plant at a cost of 528 million 


_ bolivares, to be finished in two years’ time. 


Industry continued to expand at a rate of 6.5 
per cent, thereby maintaining the upward trend 
of the last two years although less strongly than 
in 1960-65, when the rate was about 9.5 per cent 
annually. Some branches were particularly dyn- 
amic; for instance, during the first nine months 
of the year 656,000 tons of steel were produced, 
or 36 per cent more than during the same period 
in 1967. The motor-vehicle industry used a 
bigger proportion of domestically manufactured 


parts, which was fixed at 36 per cent for the 
first six months and 38.5 per cent for the second. 
Major projects launched during the year include 
the start of work on the El Tablazo petro- 
chemical complex in the state of Zulia at an 
initial capital cost of 600 to 700 million bolivares. 
This complex will consist of two parts: one is to 
be the property of the Government and will 
process basic products (ethylene, propylene, 
chlorine and soda) and provide water, steam and 
port services, while the other, which will be 
managed by mixed enterprises, will produce 
urea, ammonia, polyethylene, synthetic rubber, 
vinyl and polyvinyl chloride, benzene, toluene, 
xylene and derivatives. 


Figure XXVI. Venezuela: 1960-68 
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The electric energy supply increased consider- 
ably in the course of the year. In addition, the 
first unit of the hydroelectric Guri power 
station, with a generating capacity of 175,000 
kW, was put into operation. 


FISCAL SITUATION 


According to the data available for the first 
ten months of the year, fiscal activity in 1968 
was notable for a much greater increase in current 
outgoings than in revenue. The former were 9.2 
per cent higher than over the same period in 
1967, while the latter increased by 4.8 per cent. 
The surplus on current account was thus con- 
verted into a deficit, which was met by a bigger 
influx of special revenue than in the year before, 
obtained largely by issuing about 500 million 
bolivares’ worth of government bonds. 


It is estimated that rather more than two thirds 
of the Central Government’s current income 
must have come from the petroleum and mining 
sector in 1968. In the interests of future policy, 
the nature of public financing is expected to 
change considerably, since, if the tax base 
continues to grow less rapidly than the economy 
as a whole, income tax will have to provide a 
larger share of public revenue. 


COMPOSITION OF TOTAL DEMAND 


Owing to the growth of imports and stag- 
nation of exports, the supply of goods and 
services for the domestic market increased more 
than the total gross product (see table 160). This 


© See the report of the CIAP subcommittee for 
Venezuela (August 1968). It is estimated in this report 
that the petroleum and mining sector will provide just 
over 57 per cent of the Central Government’s current 
revenue in 1973 and that the share of income tax will go 
up from 14.5 to approximately 23 per cent. 


increase was equally favourable for consumption | 


and for investment. The former expanded by 6.8 


per cent, with the major portion contributed by — 
private rather than general government con- 
sumption (7 as against 5.9 per cent). Fixed 


investment, which used to be a great deal more 


sluggish made fairly good progress. Construction 


was particularly dynamic, far outstripping the 


growth of investment in machinery and equip- 
ment. 


THE EXTERNAL SECTOR 
The outstanding factor 


in the external 


transactions of the Venezuelan economy in 1968 — 
was the stagnation of exports (see table 161). 


This was, to some extent, symptomatic of the’ 


inelasticity of world demand for Venezuelan 
petroleum. As petroleum prices were virtually 


5 Meee. a? 


the same as in the previous year, both the 


quantum and the current value of exports re- 
mained static. 


Although the latest figures for exports of goods 
and services denote an improvement over 1966 
levels, their order of magnitude is much the same 


as in 1960. This means that the relative impor- 


tance of the external sector for Venezuela has 
declined over the nineteen-sixties as a whole, and, 
with it, its power as a mainspring of internal 
growth. 


Imports of goods and services again rose some- 
what, and payments abroad under the head of 
external factor income and other remittances also 
went up, thus increasing the imbalance on 
current account. The inflow of capital was 
smaller than in 1967, but even so there was a 
surplus on the balance of payments of about 40 
million dollars, which, as in 1967, helped to im- 
prove the net position of the monetary authori- 
ties. 


Table 160. Venezuela: total supply and demand, 1960 and 1966-68 


# 


” 


Millions of dollars at 1960 prices A ee 
1960 1966 1967 1968 1960-66 1967 1968 

Total supply 30,502 39,579 41,925 44,071 44 59 3a 
Gross domestic product. 25,620 34,450 36,521 38,525 5.1, 6,0) So 
Imports of goods and services 4,882 5,129 5,404 5,546 0.8" “S47 8e2'6 
Total demand . 30,502 39,579 41,925 44,071 44...59. «Si 
Exports of goods and services 8,096 9,374 9,934 9,950 25, 00.05.02 
Total investment . 4,510 6,064 6,385 6,782 a mn et 
Fixed investment 4,607 5,780 5,932 6,382 3.9 | 2:6 =e 
Machinery and equipment 1,520 2,415 2,348 2,440 8.0 —2.8 3.9 
Construction . 3,087 3,365 3,584 3,942 1.5: ."°6.55> 10.6 

Total consumption 17,896 24,141 25,606 27,339 517 16.10) G6 
General government . 3,544 4,946 5,222 5,530 5.7 7) SiGe OSS 
Private 14,352 19,195 20,384 21,809 5.0 ijc6.209 70 


Sources: ECLA, on the basis of data from the Central 


® Preliminary estimates. 
Bank of Venezuela, Cuentas Nacionales and CORDIPLAN. 
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Table 161. Venezuela: balance of payments, 1960 and 1965-68 
(Millions of dollars at current prices) 


TT 
Current account 


Exports of goods and services 
Goods, f.o.b. 
Services 
imports of goods and services 
Goods. 
Services 
Net investment income 
Net private transfer payments 
Balance on current account 


Capital account 
Net external financing 
Net compensatory foreign capital 
Direct investment . ; 
Non-compensatory loans 
Short-term liabilities 
Official transfer payments 
Net non-compensatory domestic capital or assets. 
Errors and omissions : 
Compensatory movements Decree bs 
Net compensatory foreign capital 
Balance-of-payments loans and deferred import pay- 
ments ; 
Other liabilities of the monetary authorities 
IMF position 
Movements of gold and foreign exchange (increase —). 


1960 


2,509.2 
2,383.9 
125.3 
1,505.0 
1,145.4 
359.6 
— 522.0 
— 87.6 
+394.6 


— 394.6 
— 333.2 
— 126.0 
— 195.3 
—12.0 
+0.1 
—18.1 
— 353.9 
+310.6 
+161.7 


+200.6 
—5.1 
— 33.8 
+148.9 


1965 


2,532.0 
2,436.0 
96.0 
1,764.0 
1,341.0 
423.0 
—706.0 
~91.0 
~29.0 


+29.0 
+134.0 
+3.0 
+86.0 
+ 46.0 
—1.0 
— 52.0 
—59.0 
+6.0 
+17.0 


— 15.0 
+32.0 


tho 


1966 1967 1968 
2,441.0 2,582.0 2,586.0 
2,342.0 2,462.0 2,462.0 
99.0 120.0 124.0 
1,715.0 1,814.0 1,867.0 
1,297.0 1,337.0 1,372.0 
418.0 477.0 495 0 
—682.00  -—695.0  —709.0 
—89.0 —1050  —111.0 
— 45.0 —32.0 —101.0 
+45.0 +32.0 +101.0 
+201.0 +178.0 
+75.0 +78.0 
+85.0 +83.0 
+40.0 +21.0 + 144.0 
+1.0 —4.0 
— 110.0 — 63.0 
— 68.0 +31.0 
+220  —114.0 
—70.0 — 28.0 
—15.0 —15.0 — 43.0 
— 30.0 —3.0 
—25.0 — 10.0 
+92.0 — 86.0 


Source: Up to 1967: IMF, Balance of Payments Yearbook, vols. 17 and 20; 1968: ECLA estimates. 
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